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PREFACE 

 

In response to a request from the Minister of Finance and Economic Affairs, Hon. 

Christopher Sinckler, a technical assistance mission visited Bridgetown during June 4- 18, 

2014, to conduct a review of the domestic tax policy framework. The mission comprised 

Messrs. Ernesto Crivelli (FAD), Pierre-Pascal Gendron (FAD external expert) and Russell 

Krelove (FAD, head).  

 

In addition to Minister Sinckler, the mission met with the Governor of the Central Bank of 

Barbados, Dr. Delisle Worrell; the Director of Finance and Economic Affairs of the Ministry 

of Finance, Mr. Martin Cox; the Permanent Secretary of Finance, Mrs. Nancy Headley; the 

Revenue Commissioner, Barbados Revenue Authority, Ms. Margaret Sivers; the Comptroller 

of Customs, Ms. Annette Weekes; and their staffs. The mission also met with the Permanent 

Secretary at the Ministry of Tourism, Ms. Shelley Carrington; the Permanent Secretary at the 

Ministry of Industry, International Business, Commerce and Small Business Development, 

Mr. Philmore Best; CEO of the Barbados Tourism Investment Inc., Mr. Stuart Layne; head of 

the Barbados Tourism Authority, Ms. Petra Roach; Director of the Barbados Statistical 

Service, Mr. Trevor David; Director of the Barbados Investment Development Corporation, 

Ms. Sonja Trotman; and their staffs. As well the mission met with officials of Invest 

Barbados, the Barbados Hotel and Tourism Association, the Institute of Chartered 

Accountants of Barbados, the Barbados International Business Association; and the 

Corporate Affairs and Intellectual Property Office. The mission also acknowledges assistance 

from Mr. Stephane Schlotterbeck, CARTAC revenue administration advisor.  

 

The mission would like to express its sincere gratitude to the authorities of Barbados and the 

representatives of the agencies and organizations with which it met for the effective 

assistance and excellent cooperation it received, and for the warm hospitality that was 

extended to the mission. The mission would particularly like to thank the Deputy Permanent 

Secretary for Administration and Revenue in the Ministry of Finance, Mrs. Betty Alleyne-

Headley, for the assistance provided to the mission.
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EXECUTIVE SUMMARY 

 

The mission has reviewed the main taxes, including consumption taxes (VAT and excise 

taxes), corporate and personal income taxes, and taxes on real property. It has also examined 

various forms of tax incentives for investment available in Barbados. This report contains the 

mission’s findings and conclusions.  

With respect to consumption taxes, the mission reviewed the VAT and current system of 

excise duty taxes. Concerning the VAT (Chapter I), this is potentially an efficient tax with 

significant revenue yield. In Barbados, however, the VAT base has been eroded by extensive 

domestic zero-rating and exemptions, leading to significant distortions and widespread 

compliance problems. Excessive zero-rating has also exacerbated delays in the payment of 

VAT refunds. A comprehensive revision of the VAT law seems to be the best way to address 

these problems and to eliminate severe inconsistencies in current practice and legislation. 

The reformed VAT should have a single rate, should contain a few standard exemptions, and 

should apply a registration turnover threshold of at least BDS$ 200,000. At the current rate of 

17.5 percent, a reformed VAT with an expanded base could yield substantially more revenue, 

which could permit an eventual reduction in the tax rate.  

With regard to excise taxes (Chapter II), the mission recommends a redefinition of the tax 

base for alcoholic beverages based on alcohol content, to comport with alcohols’ externality-

generating capacity, and indexation of excise duties to inflation. In the view of the mission, 

these and other proposed base-broadening measures leave scope for higher rates and revenue 

in the short run.  

Concerning corporate income taxes (Chapter III), the challenge is to protect the domestic 

revenue base, while mitigating the distortionary effects of the CIT on investment. In that 

regard, adherence to the conventional corporate tax model for domestic companies is 

advocated. With a standard CIT rate that is comparable with peer countries, corporate tax 

collections as ratio of GDP in Barbados are low. The revenue productivity of the profit tax 

could be improved through a determined effort to gradually withdraw some of the existing 

incentives and a simplification of some others. Direct revenue costs of currently available tax 

expenditures in the form of reduced rates for several sectors or qualified enterprises, 

excessive allowances and tax credits can be substantial, while not having an evident impact 

on making the tax system more attractive for investment. A rationalization of tax 

arrangements for domestic companies should be implemented. The tax regimes geared to 

various kinds of offshore activity have proved effective to date in encouraging many and 

large businesses to locate offshore activities in Barbados. While these now contribute around 

50 percent of company tax revenue, the offshore sector’s tax base appears to be highly 

sensitive to changes in its tax treatment in the home countries. This creates a serious 

challenge to maintain flexibility to respond to the evolution of the global environment for 

offshore business, and indicates the importance of preserving the domestic tax base. 
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With respect to tax incentives for investment (Chapter IV), Barbados has adopted a 

extensive array of incentives potentially available to domestic companies, including (i) tax 

holidays; (ii) tax credits in respect of export sales and foreign currency earnings; (iii) 

investment allowances; (iv) waivers on import duties, VAT and excise taxes; (v) a special 

small companies regime; (vi) tax breaks for special development areas; and (vii) special 

regimes for hotels, shipping and other sectors. These incentives continue to proliferate (with 

income tax holidays, for example, having recently been granted for up to 25 years, and in 

some cases extended to land tax, dividend withholding on residents, and even insurance 

premium tax). These schemes undermine the coherence of the company tax system, erode the 

revenue base, render the system opaque, and leave, in principle, considerable scope for 

discretion—without a good understanding of the nature and size of the benefits. The mission 

recognizes Barbados’s attempts to create a tax-friendly environment for prospective investors 

but cautions against the introduction of new tax concessions, and make specific 

recommendations on the effective prioritization of incentive schemes. 

Concerning the taxation of individuals (Chapter V), the current tax has many attractive 

features. There is however scope to make it a fairer and more efficient revenue raiser. 

Consideration should be given to converting major allowances into tax credits, available at 

the lowest tax rate, and to tax realized capital gains on real property. The system of income 

taxation and VAT for small businesses should be simplified considerably, to reduce both 

compliance and administration costs. The consolidation tax, intended to be temporary, has 

serious design flaws, and will need to be eventually incorporated into the personal income 

tax if it becomes necessary to maintain the revenue from this tax. The reverse tax credit 

should be maintained if it can be administered effectively, and enhanced to compensate 

lower-income families as the base for the VAT is broadened.  

 

The land tax (Chapter VI) appears to be effectively run compared to other countries in the 

region; in particular, the crucial requirement for regular re-evaluations of properties is being 

carried out effectively. The tax base for residential properties could be broadened by 

significantly reducing the value threshold for taxation, eliminating the tax reduction for 

seniors, abolishing the cap on tax liabilities, and eliminating the discounts for early payment 

of tax. This can be done without seriously adversely affecting the fairness of the tax, by 

basing preferential treatments on judgments of ability to pay, rather than on property values 

and age.  

 

The table below lists the mission’s main recommendations, with broad-stroke indications of 

the revenue impact of each measure.
1
  

 

 

  

                                                 
1
 Where dollar amounts are presented, the estimates are based on data provided to the mission, and discussed in 

the relevant chapter. Other estimates are impressionistic, with +++ indicating about the equivalent of 1 percent 

of GDP; with proportionally less for fewer plus signs. 
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Recommendations 

Revenue Impact in 

millions of BDS$ 

Increase (+) 

Decrease (-) 

Chapter I: Value Added Tax  

Short term (next budget)  

Eliminate VAT zero-rating of food and consumer goods, converting any other items not taxed into 

VAT exempt items 
170 

Enhance Reverse Tax Credit (-) 

Apply VAT to all business inputs 65 

Eliminate VAT refunds to non-registered exporters and educational institutions and tighten refund 

management 
(+) 

Eliminate VAT exemptions at import stage (unless required by international conventions) (+) 

Medium Term (next 1-3 years) 

Bring untaxed sectors into the VAT net (++) 

Raise VAT rate on tourism supplies (phased in) and reduce standard rate Neutral 

Raise VAT registration threshold (+) 

Do not grant VAT or excise duty concessions (+) 

Chapter II: Excise Taxes 

Short term (next budget) 

Revisit excise rate structure and raise rates (+) 

Impose positive excise duty rates on goods (alcohol, tobacco, fuels, motor vehicles) that are 

currently untaxed  
(+) 

Convert alcohol excise duties to ad valorem, graduated by alcohol content per volume (+) 

Index all specific excise tax rates for inflation (+) 

Introduce a mobile airtime excise tax (+) 

Implement an excise on carbonated soft drinks (+) 

Raise all vehicle registration, license, inspection and other fees by 20 percent 12 

Chapter III: Business Taxation 

Short term (next budget) 

Replace the current system of annual and initial capital allowances with a simpler one characterized 

by accelerated depreciation 

Neutral 

Eliminate the investment allowances 5 

Eliminate the expensing of qualified capital expenditures and the 30 percent tax credit on capital 

expenditures under the Tourism Development Act 

7 

Eliminate the tax credit allowances for exports 1 

Initially reduce the credit on foreign currency earnings to a maximum of 50 percent 100 

Remove deductions for contributions to special funds, etc. and  reduce “other” deductions against 

corporation tax by at least 20 percent through better targeting 
50 

Reduce or alternatively cap the deductibility of interest expenses, and remove the uplift of 150 

percent in all legislations 

 

(+) 
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Recommendations 

Revenue Impact in 

millions of BDS$ 

Increase (+) 

Decrease (-) 

Chapter III: Business Taxation (Continued) 

Medium Term (next 1-3 years) 

Unify the CIT rate for domestic activities towards the standard rate of 25 percent 25 

Eliminate the credit on exports and foreign currency earnings 100 

Chapter IV: Tax Concessions 

Short term (next budget) 

Do not grant new tax holidays (grandfathering those already granted) … 

Use discretionary powers under Cap. 67B sparingly and then only in situations where they address 

market failures or generate multiplier effects (infrastructure development) 
… 

Maintain a cap on annual costs for discretionary duty, VAT, and excise concessions 30 

Medium Term (next 1-3 years) 

Consolidate the various individual concession acts into a single fiscal omnibus act that can only be 

introduced, amended, or withdrawn by the minister of finance 
… 

Introduce of an annual tax expenditure report with an estimation of the revenue forgone due to the 

various tax incentives. This should be an integral part of the budget process 
… 

Rationalize tariff structure applying a few, simple bands, with more uniform and lower nominal 

average rates, in lieu of granting concessions 
Neutral 

Chapter V: Taxation of Individuals 

Medium Term (next 1-3 years) 

Consider converting major deductions into equivalent tax credits, at the lower tax rate. To simplify, 

eliminate minor deductions and allowances, and convert others to credits. 
70 

Consider introducing a simplified regime for small businesses (those below the VAT threshold) 

encompassing VAT and income tax 
… 

The Consolidation tax introduces more progressivity into the income tax but contains perverse 

incentives at bracket change points, and will eventually need to be incorporated into the income tax 

rate structure. 

… 

Introduce a tax on capital gains on real property transactions, at a rate close to current withholding 

tax rates on resident dividends and interest 
(+) 

Chapter VI: Land and Property Transfer Taxes and Other Issues 

Significantly lower the exempt level for residential property, eliminate senior deductions, and 

strengthen the hardship tribunal procedures to effectively address true hardship cases. Hardship 

consideration should be renewed annually. 

(+) 

Eliminate the discount for early payment of land tax. (+) 

Abolish the BDS$ 60,000 cap on land tax liability. (+) 

Enhance the TPU at the Ministry of Finance to conduct revenue analysis and tax policy 

development 
… 
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I.   VALUE-ADDED TAX 

1. The value added tax (VAT) is levied on most imports of goods and the supply of 

goods and services within the domestic economy. The VAT Act was introduced on 

October 1, 1996, and the tax was implemented on January 1, 1997. The VAT currently 

applies at a standard rate of 17.5 percent. A reduced rate of 7.5 percent applies to certain 

supplies related to tourism. Finally, the zero rate applies to exports and to a wide array of 

domestic supplies. The standard VAT rate was 15 percent at the inception of the tax and was 

raised to 17.5 percent in December 2010.
2
 The increase in rate to 17.5 percent was initially 

intended to last only 18 months but this provision was subsequently removed by 

amendment.
3
 The reduced rate at inception was 7.5 percent, later raised to 8.75 percent 

(effective May 1, 2011) and subsequently brought back down to 7.5 percent.
4
 

 

2. VAT is an important revenue producer for Barbados. Over the period 2009/10-

2013/14, VAT revenue has remained within a band between 7.7 percent and 10.8 percent of 

GDP. Table 1 provides more detail on revenue performance based on several revenue and 

national accounts indicators. Over the same period, VAT accounted for almost two-thirds of 

indirect tax revenues and about 40 percent of total tax revenue. Note that the VAT revenue 

figures cited here are based on gross collections before the payment of VAT refunds. 

 

3. The Value Added Tax Act 1996 Chapter 87 provides statutory authority over the 

VAT. The last Law Revision Order (consolidation) took place in 2008. A significant number 

of Statutory Instruments have served to amend the Act since. (Hereafter in this chapter, Act 

and VAT Act are used interchangeably). The Value Added Tax Regulations, 1996 (as 

amended) provide guidance as to the application of the VAT Act. 

 

4. The VAT’s architecture has deteriorated somewhat since its inception. The 

numerous instances of domestic zero-rating, import (of both inputs and final goods) zero-

rating, ex post waivers of VAT due, and overly generous refund provisions have undermined 

the VAT. First, they curtail the revenue production of the tax. Second, they effectively 

remove economic sectors or large parts thereof from the VAT net altogether (agriculture and 

food, and the financial sector). Third, they cause the VAT burden to be distributed unevenly 

and unfairly across sectors. Finally, they complicate tax administration considerably and 

promote an allocation of administrative resources that is contrary to the Treasury’s interest. 

 

 

                                                 
2
 Value Added Tax (Amendment) Act, 2011-10. 

3
 Value Added Tax (Amendment) Act, 2012-10. 

4
 Value Added Tax (Amendment) Act, 2013-22. 
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5. The sections that follow review the key issues encountered by the mission. The 

issues considered here include: zero rating and exemptions; registration threshold; VAT rates 

and reduced rate on tourism; refunds; waivers; and other issues and sectors. 

 

Table 1. Barbados: Value Added Tax Revenue, 2009/10 - 2013/14 

 
 

 

 

 

 

 

 

 

Revenue and indicators 2009/10 2010/11 2011/12 2012/13 2013/14(p)

VAT revenue 704 765 940 879 814

Domestic 414 435 555 478 471

Import 289 329 385 401 343

VAT revenue, year to year change (%) - 8.7 22.9 -6.5 -7.4

Indirect tax revenue 1,205 1,285 1,421 1,343 1,257

Year to year change (%) - 6.6 10.6 -5.5 -6.4

Tax revenue, total 2,156 2,168 2,346 2,241 1,994

Year to year change (%) - 0.6 8.2 -4.5 -11.0

Imports of goods 2,733 3,015 3,553 3,523 n.a.

Year to year change (%) - 10.3 17.8 -0.9 n.a.

Consumption 6,207 6,257 6,655 6,780 n.a.

Year to year change (%) - 0.8 6.4 1.9 n.a.

GDP 9,106 8,835 8,666 8,482 8,594

Year to year change (%) - -3.0 -1.9 -2.1 1.3

VAT revenue to: (%)

Indirect tax revenue 58.4 59.5 66.2 65.5 64.8

Tax revenue, total 32.6 35.3 40.1 39.2 40.8

Imports of goods 25.8 25.4 26.5 25.0 n.a.

Consumption 11.3 12.2 14.1 13.0 n.a.

GDP 7.7 8.7 10.8 10.4 9.5

VAT productivity, consumption-based (ratio) 0.76 0.75 0.81 0.74 n.a.

Sources: Ministry of Finance; Revenue Authority; Statistical Service; IMF; and mission's calculations.

n.a.: not available.

-: not applicable.

(BDS$ mill ion)
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A.   Zero rating and Exemptions 

6. The VAT Act provides for an extensive list of zero-rated domestic supplies.
5
 

Nearly 20 broad categories of goods and services are zero-rated. In decreasing order of 

importance measured by the number of sections in the Act: food items, unprocessed and 

processed; agricultural and fishing inputs including live animals and plants; prescribed drugs 

and medical devices; certain supplies related to tourism and travel, including hotel service 

charges; computer systems and peripheral and accessories; crude oil and kerosene; water and 

sewerage services; literature of an educational or scientific nature; school restaurant meals; 

certain supplies of cultural goods; unconditional gifts to charities; construction materials used 

by qualified homeowners; and supplies of services (utilities and professional) to diplomatic 

missions. The list has grown over the years. 

 

7. The Act also provides for extensive zero rating of imported goods. Aside from 

imports that are zero-rated in accordance to international conventions, the following benefit 

from zero-rated imports: raw materials, packaging and equipment used in manufacturing; 

educational institutions; companies enjoying incentives under the Fiscal Incentives Act; 

plant, machinery, equipment and spare part for the use of the specific enterprises named in 

the Third Schedule (as amended); goods imported by foreign sales corporations, international 

business companies, exempt and qualifying insurance companies, international trusts, 

management companies, shipping companies, and suppliers of licensed financial services; 

goods imported under the Tourism Development Act; and goods imported by charities. A 

potential revenue gain of BDS$65 million is estimated by eliminating the zero-rating of 

imported inputs, assuming that they become taxable at the current rate. This estimate is based 

on the data presented for 2013/14 in Table 3. 

 

8. Generous zero rating provisions are the main factor behind the VAT’s low 

revenue performance. On the basis of its current high standard rate of 17.5 percent, the 

VAT should produce substantially more revenue than it currently does. 

 

9. Broad zero-rating provisions are poorly targeted instruments to deliver relief to 

low-income households. Middle and high-income households consume more than low-

income ones and therefore derive a larger absolute benefit from zero rating. In developing 

countries, it has been observed that benefits to high-income households can range from five 

to six times those to low-income households. For this reason, domestic zero-rating is an 

inefficient way of delivering relief, and is fundamentally inequitable. One mechanism that 

can be used as a substitute to zero rating of consumer goods is a refundable tax credit under 

the personal income tax. In Barbados, the Reverse Tax Credit resembles such a tool and its 

use should be expanded and the credit enhanced. In Canada, the refundable Goods and 

                                                 
5
 VAT Act, First Schedule, as amended. 
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Services Tax/Harmonized Sales Tax credit is applied for by filing a personal income tax 

return and is tied to household income and number of dependents (not actual VAT paid) with 

a claw-back provision to reduce the value of the credit as household income rises. 

 

10. Import zero rating provisions weaken the role of imports as a tax handle. Entry 

of goods at Customs is the fastest and safest way to collect VAT and all other indirect taxes. 

Due to the invoice-credit mechanism, this process protects collections down the supply chain 

in the domestic economy. In addition, it can generate a cash flow benefit for the Treasury 

when goods are cleared quickly and resold quickly with VAT. Regaining control of the VAT 

base is critical in a small open economy such as Barbados that relies heavily on imports. In 

the current situation, imported goods that are released in the domestic economy with no VAT 

paid have little hope of attracting the correct amount of VAT downstream. The potential for 

leakage with supplies reaching non-registered persons tax free is high. Zero rating, when it 

applies to both domestic supplies and imported goods, breaks the VAT chain and invites 

revenue leakage and fraud (e.g., submission of fake invoices showing VAT paid in order to 

claim fraudulent refunds, or charging VAT on resale of goods that did not attract VAT when 

purchased, possibly without remitting VAT due, etc.). Exemptions also break the chain but 

they pose much less of a revenue risk since they should not generate excess credit positions 

and applications for refunds.  

 

11. The list of VAT exemptions goes beyond usual practice. Exempt supplies include: 

financial services including insurance; all sales of real property; post office supplies; non-

commercial activities of charities; medical, dental, nursing, paramedical and related services; 

hospital, nursing home and ambulance services; instruction; trade union supplies; supplies 

related to games of chance; membership subscriptions to non-profit sporting clubs; and 

supplies of goods or services by the Pom Marine Hotel. There is little justification for this 

extensive list of exemptions aside from those often granted for purely technical reasons 

(margin-based financial services) or following income distribution or merit good arguments 

(education and health care). Typical exemptions for international organizations, projects, etc., 

while problematic, are outside the scope of this review and hence not discussed further.
6
 

 

B.   Registration Threshold 

12. The VAT registration threshold currently stands at BDS$ 80,000. A person is 

required to register for VAT if the annual taxable turnover equals or exceeds BDS$ 80,000. 

Any business with taxable turnover below that amount is deemed a ‘small supplier.’ The 

threshold at inception amounted to BDS$ 60,000. This was raised to the current amount on 

December 1, 2010. A business that has been operating for less than a year but which realizes 

a turnover that equals or exceeds BDS$ 6,667 per month is required to register. 

                                                 
6
 Customs Act Chapter 66, Customs Tariff (Amendment) (No. 9) Order, 2009, Part II, section B. 
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13. The Act contains provisions for voluntary registration. A small supplier may 

attempt to register by submitting an application to the Commissioner of Revenue. The 

Commissioner must be satisfied that the applicant will comply with the Act and approve the 

application for the registration process to commence. The Act does not specify an annual 

turnover floor under which no business can apply for voluntary registration. 

 

14. The Act contains provisions for cancellation of registration. Cancellation is based 

on a number of tests that involve expected annual turnover, a period of time (two years), the 

nature of supplies, and residence in Barbados. Cancellation is a two-way process. On the one 

hand, the registrant may apply to the Commissioner for the cancellation of her/his 

registration. On the other hand, the Commissioner may cancel the registration. The Act 

contain a deemed supply rule to apply upon cessation of registration. 

 

15. There are convincing arguments in favor of a higher threshold in general. 

Barbados’ VAT threshold is very low by international standards and in relation to the 

Revenue Authority’s capacity. Best practice has tended to evolve in the direction of higher 

thresholds with the understanding that low thresholds present tax administrations with a poor 

trade-off: extra revenue from a threshold below the optimal level is almost always not worth 

the extra compliance and administrative costs that must be incurred to obtain the revenue. 

When the threshold is too low—which is often the case in developing countries— 

administrations essentially perform unproductive work on small registrants. By raising the 

threshold, administrations can free resources to focus on medium and large businesses that 

will collect the vast bulk of the revenues. A higher threshold will still raise revenue from 

VAT on inputs purchased by non-registrants. That result critically hangs on making business 

inputs taxable and not allowing a VAT refund. If inputs are zero-rated or input VAT is 

refundable, as is the case in many situations in Barbados, then that revenue is lost too. 

Historically, several value-added taxes have failed shortly after implementation because 

thresholds that were too low flooded unprepared tax administrations with a wave of small 

registrants that produced almost no revenue.
7
 

 

16. The most reliable tool to inform the threshold setting decision is to prepare a size 

distribution of registrants by size of turnover and VAT collections. Table 2 shows such 

the results of such an analysis for the fiscal year 2013/14. Several results emerge from the 

data. First, consistent with numerous field observations in developing countries, the 

distribution features a very significant share of VAT collections at the top end of turnover 

ranges. Registered firms with turnover of BDS$ 1 million and over account for 88.6 percent 

of the total VAT paid in the sample. Second, registrants with turnover between zero and 

                                                 
7
 See Bird, R.M., & Gendron, P.-P. (2011 [2007]). The VAT in developing and transitional countries. 

Cambridge: Cambridge University Press. 
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BDS$ 300,000 account for only 3.8 percent of the total VAT paid. Put another way, setting 

the threshold and assuming no behavioral changes, registrants with turnover equal or above 

BDS$ 300,000 would account for 96.2 percent of the total VAT currently paid. Again, 

assuming no behavioral changes, such a change would remove 3,140 taxpayers from the 

registrant rolls, or over half. 

 

17. Size distribution data illustrate some of the effects of the various VAT 

concessions. The effective VAT rate shown in the last column of Table 2 is calculated by 

dividing total VAT paid in each turnover interval by turnover in the same interval. This 

average effective tax rate declines monotonically throughout starting at zero except for a 

small increase somewhere between BDS$ 100 and 400 million. 

 

Table 2. Barbados: Size Distribution of VAT Registrants, 2013/14 

 
 

18. The size distribution strongly suggests that the threshold is much lower than its 

optimal amount. Again, the vast bulk of VAT is collected by the largest firms. It should be 

recalled that a well-designed VAT is a consumption tax whose burden should not fall on 

registered persons. As suggested in this chapter, the VAT in Barbados is far from that ideal. 

Consistent with best practice, serious consideration should be given to selecting a 

substantially higher threshold. As noted earlier, setting the threshold at a higher level would 

sacrifice a small amount of collections (although see caveats below regarding refunds) but 

would free the administration from having to deal with many businesses that collect little, no, 

or negative revenue. The often cited figure of USD 100,000 would mean a threshold of 

BDS$ 200,000 at the current exchange rate. Inspection of the first two data rows of Table 2 

shows that the revenue loss would be minimal in comparison to the decline in the number of 

persons the Revenue Authority must interact with. That being said, BDS$ 200,000 may be on 

the low side and that BDS$ 300,000 may be a more appropriate amount. 

 

Share Cumulative Share Cumulative Share Cumulative Effective

Count in total share Turnover in total share VAT in total share VAT rate

(units) (%) (%) (BDS$) (%) (%) (BDS$) (%) (%) (%) 1/

0 - 150,000 1,606 34.6 34.6 104,980,499 0.6 0.6 8,063,600 1.7 1.7 7.68

150,000 - 300,000 767 16.5 51.1 166,762,720 0.9 1.5 10,645,218 2.2 3.8 6.38

300,000 - 450,000 387 8.3 59.5 142,536,789 0.8 2.3 9,119,572 1.9 5.7 6.40

450,000 - 600,000 300 6.5 65.9 156,793,932 0.9 3.2 9,244,710 1.9 7.6 5.90

600,000 - 750,000 199 4.3 70.2 133,496,025 0.7 3.9 7,712,301 1.6 9.2 5.78

750,000 - 1,000,000 214 4.6 74.8 184,960,692 1.0 4.9 10,542,080 2.2 11.4 5.70

1,000,000 - 20,000,000 1,028 22.2 97.0 4,446,974,894 24.7 29.6 190,894,454 39.3 50.6 4.29

20,000,000 - 40,000,000 61 1.3 98.3 1,603,022,265 8.9 38.6 49,891,936 10.3 60.9 3.11

40,000,000 - 100,000,000 49 1.1 99.4 3,070,917,982 17.1 55.6 91,273,734 18.8 79.7 2.97

100,000,000 - 200,000,000 18 0.4 99.7 2,396,037,203 13.3 68.9 31,649,014 6.5 86.2 1.32

200,000,000 - 400,000,000 9 0.2 99.9 2,670,510,050 14.8 83.8 41,700,042 8.6 94.7 1.56

Over - 400,000,000 3 0.1 100.0 2,924,158,178 16.2 100.0 25,596,415 5.3 100.0 0.88

4,641 100.0 100.0 18,001,151,228 100.0 100.0 486,333,076 100.0 100.0 2.70

Sources: Revenue Authority and mission's calculations.

1/ Weighted average effective VAT rate appears in Total row.

Total

Aggregate VAT paidEstablishments Turnover

Turnover Range

(BDS$)
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19. Voluntary registration provisions should remain but should be tightened. Equity 

considerations between businesses require that voluntary registration provisions be 

maintained. For instance, a small supplier (as defined by the Act) that derives much of its 

value added from purchased inputs might want to register to recover the VAT it pays on 

inputs. This may be reinforced by the fact that registrants prefer to purchase from registered 

suppliers since this avoids VAT being built in prices when a small supplier makes exempt 

supplies because it chose not to register. From the perspective of the Revenue Authority 

(BRA), such small suppliers may be desirable registrants. This is not the case of small 

suppliers whose value is added primarily through labor. Over the medium term, the BRA 

may consider setting up a simplified tax regime that would represent a final tax meeting the 

obligations for VAT, personal income tax, and corporate income tax with one low tax rate (in 

the 4-5 percent range) on gross receipts for persons over the common threshold for that 

combined tax. 

C.   VAT Rates and Reduced Rate on Tourism 

20. The VAT features three tax rates, including an important reduced rate. As noted 

earlier, the standard rate is 17.5 percent, the reduced rate of 7.5 percent, and the zero rate 

which applies to many domestic supplies, inputs, imports, and exports. The 7.5 percent rate is 

key because it applies to an important sector of economic activity. The hotel and restaurant 

sector, an imperfect proxy for the tourism sector, accounted for 13.2 percent of GDP in 2012. 

At the VAT’s inception, the 7.5 percent rate applied only to the supply of accommodation by 

hotels, inns, guest houses or similar places.
8
 This legislation was amended several times since 

the inception of VAT. The new Fourth Schedule to the Act, which was passed as part of the 

2013 budget, broadened the scope of the reduced rate considerably.
9
 The goods and services 

subject to the 7.5 percent rate now include: entertainment; cruises other than international 

cruises; supplies related to sport and recreation; supplies provided at spas and retreats; 

supplies made at conference facilities; and meals, drinks, and dining services. To qualify, the 

person must satisfy a number of requirements and be registered with the Comptroller of 

Customs as a provider of tourism supplies. In addition, the person must first be registered 

with, or have a license from, the Barbados Tourism Authority, The Barbados Hotel and 

Tourism Association, Inc. or Small Hotels of Barbados Inc.
10

 

 

21. Reduced rates create a number of problems. First, they are difficult to administer 

and are likely to invite disputes regarding the classification of goods and services for tax rate 

purposes. Second, depending on the difference between the standard rate and the reduced 

rate, refund problems may arise. Refunds will arise when providers of tourism supplies make 

suppliers subject to the 7.5 percent rate but purchase enough inputs subject at the 17.5 

                                                 
8
 VAT Act, section 7. (11) as amended. 

9
 Value Added Tax (Amendment) Act, 2013-22. 

10
 VAT Act, Fourth Schedule, sections 2.-3. (1), as amended. 
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percent rate to generate excess credit positions. The availability of zero-rated inputs (mostly 

imported by the tourism sector) mitigates this problem to some extent but it does so at a large 

cost since the leakage problem discussed above may be very serious in its own right. The 

suspension of tax on inputs, although administratively appealing on the surface, cannot be 

trusted since it lacks an effective enforcement mechanism. Finally, reduced rates create 

pressures to extend the treatment to more supplies, which is what has happened in Barbados 

as evidenced by the Fourth Schedule.  

 

22. Tourism should be subject to all general taxes, including VAT. Not only can this 

be considered equitable (in treating all businesses in the sector as well as other sectors), but it 

eases VAT administration considerably, and permits a credit in the case where the service is 

in fact a business input. In addition, when all competing jurisdictions in a region adopt this 

rule as part of a tax coordination effort, costly and destructive tax competition – a race to the 

bottom – can be avoided. Many of the countries in the region do tax hotels and other tourism 

services under their general sales taxes. In theory, tourism supplies to foreigners could be 

plausibly argued to constitute exports and, as such, they should be zero-rated. The flip side of 

this statement is that imports should be taxed in the country of origin of the resident (the 

official destination of the exports). There exists no mechanism to enforce this result so it is 

widely accepted that some taxation of tourism on an origin basis is preferable to no taxation 

at all. As with any other indirect tax, the share of the burden borne by the consumer will 

depend on market conditions. 

 

23. The tourism industry faces challenges that cannot be adequately addressed by 

subjecting their services to a reduced VAT rate, even a zero rate. The VAT (and reduced 

rates on services in particular) cannot be used to address structural problems in the industry. 

In fact, using the VAT to attempt this could create a precedent that would undermine the tax 

by having negative spillover effects on other sectors facing problems. It would be better to 

focus on other factors that impact upon input prices, in particular import duties and the 

cascading of taxes. 

 

24. The rate structure should be rethought with a medium-term goal of a single 

standard rate. The current rate structure with two fractional rates that are far apart presents 

important challenges for compliance, administration, and popular acceptance of the VAT. In 

the short term, consideration should be given to the adoption of an integer standard rate. A 

standard rate of 16 percent is possible, with other adjustments to make the reduction revenue 

neutral (see further discussion below). In the medium term, consideration should be given to 

adopting a unique standard rate and eliminating with a phase out period the reduced rate on 

tourism suppliers. 
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25. Converting some portion of currently zero-rated supplies into taxable supplies 

would permit a revenue-neutral reduction in the standard VAT rate.  For example, 

based on the aggregate VAT data reported in Table 3 below, if the standard rate is reduced 

from 17.5 percent to 16 percent, bringing 40 percent of domestic zero-rated supplies (in value 

terms) into the VAT net would more than recover the lost revenue. In fact, the extra revenue 

would permit a restoration in the Reverse Tax Credit to BDS$1,300 annually for 15,000 

recipient households.
11

 Thus, this revenue neutral package of policies would also compensate 

the lowest-income households for the extra burden placed on them by the reduction in 

domestic zero-rating. Similarly, bringing a greater share of the domestic zero-rated supplies 

into the VAT net would permit a larger revenue-neutral increase in the Reverse Tax Credit 

for these households. 

 

D.   Refunds 

26. Managing refunds appears to be a serious problem, arising from several 

structural features of the VAT. First, as noted earlier, extensive zero-rating of domestic 

supplies of many final goods means that excess credit positions will arise as long as some 

VAT at a positive rate is paid on input purchases. In this situation, it is difficult for BRA to 

determine whether the excess credits are due to zero rating of supplies, unprofitable 

operations (revenues do not cover cost of sales so that gross margin is negative), or a 

combination of both. Second, the VAT Act has provisions to provide refunds to non-

registered persons. According to the Application for VAT Refund form VAT 102 (01/11), 

the following persons or organizations can apply: diplomatic missions; consulates; 

international organizations; the international financial sector; approved educational 

institutions; and unregistered exporters. Notably, the form does not require significant detail 

to support the claim. The treatment of approved educational institutions and unregistered 

exporters is not a typical of VAT. The supplies made by educational institutions are usually 

exempt, not exempt with a refund like in Barbados. In the absence of tight verification of 

refund claims, this treatment is open to abuse due to the many dual use goods that enter the 

delivery of educational services. It is preferable to increase direct funding that to refund the 

VAT. Likewise, unregistered exporters should be exempt, not eligible for refunds. Those that 

meet the criteria for voluntary registration should register. Those that do not should bear the 

VAT on inputs. 

 

27. The analysis of VAT return data supports the contention that refunds are a 

problem. Table 3 shows the results of such an analysis using a sample of VAT returns for 

fiscal year 2013/14. The top part of the table presents the raw data organized by output tax 

calculation (left side) and input tax calculation (right side). More illuminating are the 

performance ratios shown in the bottom third of the table. Here are the highlights on the 

                                                 
11

 The Reverse Tax Credit is discussed further in Chapter 5.  
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output side. First, zero-rated consideration for VAT represents almost 36 percent of total 

consideration. Second, the ratio of total output tax to total consideration net of VAT equals 

10.3 percent, less than 60 percent of the standard rate, suggesting that about 40 percent of the 

output effectively goes untaxed. Reduced rate consideration equals only 2.6 percent of total 

consideration so tourism supplies at the reduced rate play a very minor role in explaining this 

observation. Here are the highlights on the input side. First, total input tax represents almost 

75 percent of total output tax. This is a large proportion by any standard. Second, VAT 

payable amounts to only 31 percent of total output tax. Finally, VAT refundable amounts to 

almost 20 percent of VAT payable. 

 

Table 3. Barbados: Value Added Tax Returns, Aggregate Indicators, 2013/14 

 
 

28. The analysis of VAT return data over a longer period supports the above 

contention. Table 4 presents a comparison of VAT payable and refundable over five fiscal 

years from 2009/10 to 2013/14. VAT payable grows moderately from year to year but 

experiences a slight dip in 2013/14. VAT refundable increases for three years starting in 

2010/11 before dropping in 2013/14. This is consistent with the effects of the financial crisis 

starting to wane. In all years except 2013/14, VAT refundable amounts to almost 20 percent 

of VAT payable. The only improvement in the sample is seen in 2013/14 where the ratio falls 

to 17 percent. The exact reasons are unclear. The Mission learned that refunds present serious 

challenges to the Revenue Authority. Refunds require significant audit attention under 

pressure by various stakeholders to pay quickly so that claimants can avoid cash flow 

problems. Refunds require additional administrative effort because funds used to pay refunds 

Line Amount Line Amount

VAT return line item No. (BDS$ mill ion) VAT return line item No. (BDS$ mill ion)

Consideration for total supplies made including VAT 1/ 3 18,057.7 Total input tax (B) 161 1,256.6

Zero rated 4 6,458.5 VAT in respect of goods and services acquired locally 2/ 11 872.7

Exempt supplies 4a 40.1 VAT paid to Comptroller on goods imported 2/ 12 339.7

Supplies of guest accommodation at 7.5% 5 252.2 Allowable portion of VAT incurred on goods and services 3/ 13 9.6

Supplies of guest accommodation at 8.75% 5a 217.5 VAT adjustments per credit notes issued this tax period 14 32.4

Standard rated supplies at 15% 6 0.0 VAT withheld from insurance indemnity payments 15 0.2

Standard rated supplies at 17.5% 6a 11,089.4 Other elements of input tax credits 16 2.0

Total output tax (A) 101 1,692.0 VAT on major capital acquisitions included in l ines 11 and 12 17 20.5

VAT on supplies of guest accommodation (Re: l ine 5) 7 17.6

VAT on supplies of guest accommodation (Re: l ine 5a) 7a 17.5 VAT payable 19 524.5

VAT on standard rated supplies (Re: l ine 6) 8 0.0 VAT refundable 20 89.1

VAT on standard rated supplies (Re: l ine 6a) 8a 1,651.6

VAT on insurance indemnity payments 9 0.2 Total output VAT minus total input VAT (line 101 minus line 161) 435.4

VAT on special transactions 10 5.1 VAT payable minus VAT refundable (l ine 19 minus line 20) 435.4

Performance ratios (%) Performance ratios (%)

Zero-rated consideration to total consideration 35.8 Total input tax to total output tax 74.3

Exempt consideration to total consideration 0.2 Input tax on local purchases to total input tax 69.4

Reduced rate consideration to total consideration 2.6 Input tax on imports to total input tax 27.0

Standard rate consideration to total consideration 61.4 VAT payable to total output tax 31.0

Total output tax to net (of VAT) consideration for total supplies 10.3 VAT refundable to VAT payable 17.0

Sources: Revenue Authority and mission's calculations.

1/ Gross consideration.

2/ Solely for making taxable supplies.

3/ Used for for making taxable and exempt supplies.

Output tax calculation Input tax calculation
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are not drawn on the Revenue Authority’s budget but rather from requisitions from accounts 

at the Ministry of Finance. 

 

29. The Revenue Authority should devote more resources to manage and control 

refunds. There are standard risk assessment methods to manage refunds. In addition, many 

administrative best practices have been identified which can help administrations manage 

refunds while protecting revenues.
12

 It does not help that some refunds are awarded by means 

of Value Added Tax (Remittance) Orders, which are Statutory Instruments issued for the 

benefit of particular companies in the hotel sector. 

 

Table 4. Barbados: VAT Returns, Tax Payable and Refundable, 2010-14 

 

 
 

E.   Other Issues and Sectors 

30. Real property transactions are generally exempt. The only exception is non-

residential leases of less than 25 years, which are subject to VAT. Important publications 

such as the Red Book 2014 for Barbados do indeed quote prices for commercial leases per 

square foot plus VAT. The overall treatment of real property is far too restrictive and 

inconsistent with best practices. The most modern VAT systems (Australia, Canada, New 

Zealand, South Africa) effectively work on the following principles consistent with the 

normal invoice-credit method: first, all commercial transactions are subject to VAT; second, 

sales of new or substantially renovated residential housing is subject to VAT; third, resale of 

used residential housing is exempt; fourth, residential rentals are exempt; and fifth, the 

construction sector (construction services, materials, equipment, capital goods, etc.) are 

                                                 
12

 Harrison, G. (2008). VAT refunds. In R. Krever (Ed.), VAT in Africa (pp. 143-158). Pretoria: Pretoria 

University Law Press. 

Source / indicator 2009/10 2010/11 2011/12 2012/13 2013/14(p)

VAT returns Line No.

VAT payable minus VAT refundable (l ine 19 minus line 20) 390,081,985 396,026,277 429,081,683 430,739,689 435,387,906

VAT payable 19 486,936,533 492,663,275 530,941,513 534,567,286 524,477,824

VAT refundable 1/ 20 96,854,548 96,636,998 101,859,830 103,827,597 89,089,918

Performance ratios

VAT payable minus VAT refundable (year to year change) n.a. 1.5 8.3 0.4 1.1

VAT payable, year to year change n.a. 1.2 7.8 0.7 -1.9

VAT refundable, year to year change n.a. -0.2 5.4 1.9 -14.2

VAT refundable to VAT payable 19.9 19.6 19.2 19.4 17.0

Sources: Revenue Authority and mission's calculations.

1/ This number most l ikely exceeds VAT actually refunded. The latter figure as well as VAT refund arrears were not made available

to the mission.

n.a.: not applicable.

Amount (BDS$)

(%)
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subject to VAT at the standard rate. The treatment of land varies somewhat from country to 

country. 

 

31. New residential real property and the construction sector should be subject to 

VAT. The most important step to modernize VAT treatment of real property would be to 

make sales of new or substantially renovated homes subject to VAT. To work well, this VAT 

treatment requires that the construction sector be subject to VAT so that a registered 

contractor can deduct VAT paid on purchases made for construction from VAT charged (and 

collected remitted and by him) on the sale of a new home. If construction materials are zero-

rated at import, for example, then the VAT chain breaks and some of those construction 

inputs may never be taxed in a way that links with output VAT. In the short term, a simple 

method to achieve this treatment is called the margin scheme. Essentially, VAT would be 

assessed on sales of used housing with the tax base being the increase in value, or the 

difference between the sale price and the price of the last purchase transaction.
13

 In the 

medium term, consideration should be given to the establishment of a VAT system that 

provides for a coherent treatment of all real property and land. 

 

32. Financial services and insurance are exempt under VAT but fee-based services 

can be taxed easily. The VAT Act provides for a general exemption of financial services, 

defined as services related to financial intermediation, market intermediation and risk 

pooling. A few examples―mostly margin-based services―are cited, i.e., exchange of 

currency, provision of credit, etc. Fee-based services are also exempt from VAT. Margin-

based intermediation services including life insurance are very difficult to tax correctly under 

VAT. Some modern VATs address the difficulty of taxing financial services under a VAT by 

taxing all fee-based financial services. VAT exemption is then limited only to margin fees 

and life insurance. All fee-based financial services should be taxed under VAT. Taxing them 

under a separate transaction tax may be cumbersome both for businesses and tax 

administration and is unlikely to give rise to the correct amount of VAT credit. Asset taxes as 

a proxy are economically damaging. 

 

33. Property and casualty insurance is subject to the General Insurance Premium 

Tax. The tax is levied on gross direct premium income at a rate of 4.75 percent in 

respect of property insurance business, and 4 percent for other general insurance 

business. 

 

34. Taxing general (property and casualty insurance) services under VAT is feasible 

and desirable. Since these are effectively fee-based services there are few administrative 

complications in taxing them. The value added of property and casualty insurance companies 

                                                 
13

 Cnossen, S., 2012, “A proposal to improve the VAT treatment of housing in the European Union,” Fiscal 

Studies, 32 (4), pp. 455-481. 
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may be defined as the difference between premiums collected and benefits and indemnities 

paid out. Most modern VATs (Australia, for example) therefore tax these insurance 

companies on their net margin by imposing VAT on all premiums and indemnities paid out. 

The tax credit is allowed for indemnities received by VAT-liable businesses.
14

 In a way, the 

VAT Act attempts to mimic this treatment in part by mandating that deemed VAT be 

charged and collected by the insurer that pays an insured for a loss.
15

 The General Insurance 

Premium Tax should be repealed if VAT becomes applicable to that type of insurance. 

 

35. Life insurance premiums are subject to the Life Insurance Premium Tax. This 

tax applies to the gross premium income of the insurance company. Premiums from new 

business written in a given year are taxed at a rate of 6 percent for both resident and foreign 

life insurance companies. Premiums from renewal business are taxed at rates of 3 percent and 

5 percent for the two types of companies, respectively.
16

 In contrast to property and casualty 

insurance, life insurance embodies a considerable savings element which should be VAT 

exempt. The Life Insurance Premium Tax does not tax actual value added. At best, it acts as 

a turnover tax which is likely to increase the amount of gross premiums. 

 

36. Agriculture should not benefit from preferential VAT treatment. The agricultural 

sector accounted for only 1.4 percent of GDP in Barbados in 2012. Given the very broad zero 

rating of food and agricultural inputs, the sector has effectively been taken out of the VAT 

net. Zero rating inputs of large-scale producers, whose output may be exported in part, 

carries little incentive for them; their exports would be anyway zero-rated and tax paid on 

inputs claimed back. There is also no compelling reason to treat small-scale farmers or 

fishermen, with turnover below the VAT registration threshold, differently from other small 

suppliers. In fact, there are very compelling administrative and revenue reasons (see earlier 

discussion of threshold) to leave them as exempt traders: it simplifies administration 

considerably, and generates VAT on inputs provided that inputs are subject to VAT at the 

standard rate. 

 

37. Gambling and lotteries are exempt from VAT and subject to Betting and 

Gaming Duties. The following supplies, when they permit or entitle the recipient to 

participate in a game of chance, are exempt:
17

 lottery, sweepstake or instant money tickets; 

bingo cards; any other ticket, card or other license, right, or device. A supply of a service of 

accepting a bet is also exempt. Betting and gaming activities are subject to Betting and 

                                                 
14

 The calculations involved are shown in Ebrill, L., et al., 2001, “The modern VAT,” Washington, D.C.: 

International Monetary Fund, pp. 97. 

15
 VAT Act, section 28. (1)(2). 

16
 The lower rate in favor of resident companies may pose problems under WTO anti-discrimination rules. 

17
 VAT Act, Second Schedule, section 12 as amended. 
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Gaming Duties.
18

 Duties and fees are assessed on the following activities: lottery and 

sweepstake tickets, bingo, and bets accepted by a racing business; bets made by pool betting; 

gaming machine license; amusement machine license; certificate of registration issued on 

connection to pool betting or racing service business; and amusement arcade license. This 

system appears to operate as a licensing fee regime in part. In addition, there are statutory 

exemptions from the duties. The fee schedule is a complex combination of full-year and half-

year license fees, duties equal to fractions of dollar bets, ticket purchases, bingo, and so on.
19

 

Revenues from Betting and Gaming Duties in the fiscal years from 2009/10 to 2013/14 

amounted to: BDS$ 8.5 million; BDS$ 18.4 million; BDS$ 1.1 million; BDS$ 1.0 million; 

and BDS$ 1.0 million, respectively. Revenues fluctuate wildly for some reason. 

 

38. Gambling and lotteries should be brought into the VAT. The fee structure of the 

Betting and Gaming duties Act is unlikely to be efficient and revenue maximizing. Modern 

VATs have developed methods to effectively bring gambling, lotteries, casinos and other 

games of chance in the net in a way that is consistent with the taxation of consumption in 

general and with the input crediting mechanism in particular.
20

 In general, supplies that are 

remunerated by fees or prices can be subject to VAT in the usual way. Supplies that relate to 

games that involve takings and winnings can be taxed using a margin scheme. In the case of 

a slot machine, for example, taxable output equals the difference (on a tax-exclusive basis) 

between the amounts paid into the machines and the winnings paid out. In the medium term, 

consideration should be given to abrogating the provisions of the VAT Act that exempt 

games of chance and making as many of the supplies subject to VAT at the standard rate. At 

that time, all duties (in the First Schedule of the Betting and Gaming Duties Act) that burden 

consumers directly should be abrogated. License fees for operators are of a different nature 

and there is no reason to eliminate those. 

 

Recommendations 

 

Short term 

 

 Tax semi-processed and processed foods and beverages, non-prescription drugs and 

health supplements, items for household use, computers and peripherals, appliances, and 

other final consumer goods, at the standard rate. 

 

 Complement the elimination of the zero-rated treatment of the above supplies by an 

enhanced Reverse Tax Credit to target compensation to low income households. 

 

                                                 
18

 Betting and Gaming Duties Act 1977-27 Chapter 60 as amended. (Last Law Revision Order of 2008.) 

19
 Betting and Gaming Duties Chapter 60 L.R.O. 1997, First Schedule. 

20
 Schenk, A.,2008, “Gambling and Lotteries,” In R. Krever (Ed.), VAT in Africa, pp. 47-70. Pretoria: Pretoria 

University Law Press. 
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 Convert all remaining domestic zero-rated items to exempt items. 

 

 Tax all business inputs (including all construction services and purchased inputs) at the 

standard rate and avoid any deferral or suspension of VAT on imported goods and 

services, except for large purchases of capital goods by compliant registrants. 

 

 Eliminate all refunds to non-registrants (except for those required by international 

conventions) and make their supplies exempt. 

 

 Tighten statutory language with respect to refunds to registrants and increase pre-refund 

audits. 

 

 Strengthen and clarify voluntary VAT registration requirements to guard against abuse 

while favoring the formation of new businesses. 

 

 Eliminate all VAT exemptions at the import stage unless required by international 

conventions. 

 

 Make the standard rate non-fractional (an integer) and consider reducing it to 16 percent 

to facilitate the acceptance of the recommended base-broadening measures, and consider 

adjustments to the reverse tax credit to further compensate the lowest-income households 

for the burden imposed by base-broadening.  

Medium and long term 

 

 Raise the registration threshold to an amount between BDS$ 200,000 and BDS$ 300,000 

and index for inflation annually thereafter. 

 

 Raise the rate on tourism supplies gradually towards the standard rate over 3-5 years. 

 

 Extend the VAT base to include new housing, general insurance, fee-based financial 

services, agriculture, gambling and lotteries. Eliminate all predecessor sectoral 

transaction taxes where applicable. 

 

 Consider the implementation of a simplified tax (calculated at a low rate on gross 

receipts) that would represent a final tax for all VAT, personal income tax, and corporate 

income tax obligations for persons below a threshold common to all three taxes. 
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II.   EXCISE TAXES 

39. Excise duties are levied on domestically-produced alcoholic beverages and on 

imports of a few select goods. Rum and beer produced domestically are subject to duties. 

Imported goods subject to duties include a wide variety of alcoholic beverages, tobacco 

products, fuels, and motor vehicles.
21

 It appears that domestically-produced cigars are not 

subject to duties although imported cigars are. 

 

40. Barbados relies rather moderately on excise duties for revenues. Table 5 provides 

details on excise duty collections on domestic production and on imported goods. The vast 

bulk of revenue comes from imports, which is expected given their importance relative to 

domestic production. Duty revenues show large fluctuations from year to year and have 

declined significantly after 2011/12. The ratio of duty revenue to GDP is contained in a tight 

band between 1.4 to 1.9 percent of GDP. In comparison, the excise duty to GDP ratio in 2010 

in several countries in the region amounted to 2.4 percent (see Table A2 in Appendix 1). 

Nonetheless, even this regional average remains quite low by international standards. 

Revenues segmented by group of excisable good were not made available to the Mission and 

are thus not shown in the table. 

 

41. The excise duty rate structure generally follows international norms with some 

reservations. Alcoholic beverages are subject to specific duties that increase with the level 

of alcohol per volume. Tobacco products are subject to specific duties per unit or kilogram. 

Conventional fuels are subject to specific duties per liter, but other fuels such as butane, 

propane, and ethylene are subject to ad valorem duties. Motor vehicles are subject to ad 

valorem duties.
22

 According to a database export of import taxes by tariff, excise duty rates 

in 2013/14 ranged from zero percent to a high of 120 percent on certain types of motor 

vehicles. Rates on domestically-produced alcoholic beverages were unfortunately not made 

available to the mission. Nevertheless, it would be advisable to convert these duties to ad 

valorem rates, which are graduated to increase with alcohol content per unit of volume. It is 

important to note that excise duty rates on domestic production should be the same as on 

comparable imported goods. If the government’s objective is to protect the domestic 

production of a particular good, then an import duty should be used instead of a lower excise. 

The latter violates the WTO’s rules on non-discrimination against imports. It appears that not 

all imported alcoholic beverages, tobacco products, and fuels are subject to a positive duty 

rate (before exemptions and waivers).
23

 Rates are subject to frequent changes by means of 

and Excise Tax (Rate of Tax) Order, a Statutory Instrument. The Minister of Finance recently 

                                                 
21

 Excise Tax Act, First Schedule, as amended. 

22
 The complete schedule of rates is presented in the Excise Tax Act, First Schedule, as amended. 

23
 Excise Tax Act, First Schedule L.R.O. 2008, as amended.  
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announced an increase in the excise tax on gasoline of BDS$ 0.20 per liter, effective April 1, 

2014.  

 

Table 5. Barbados: Excise Duty Revenue, 2009/10 - 2013/14 

 
 

42. Exemptions of excise duties are granted based on a number of circumstances. 

Statutory exemptions apply to certain wines, spirits, tobacco products, and motor vehicles 

based on international conventions.
24

 In addition, excise duty exemptions are granted under 

some of the special tax regimes in force in Barbados. Beyond raising revenue, excise duties 

are primarily justified to address the negative externalities that arise from the consumption of 

goods that damage heath, the environment, roads, etc. Exempting those goods from excise 

duties make no sense from a revenue and economic efficiency standpoint. 

 

43. Excise duty waivers are granted in significant amounts. In 2013/14, statutory and 

non-statutory waivers of excise duties amounted to BDS$ 60.2 million and BDS$ 43.0 

million, for a grand total of BDS$ 103.2 million. This total represents 85 percent of all excise 

duty collections in that year. 

 

44. Automotive fuels are expensive and subject to price controls. The impact of an 

incremental excise duty imposed for revenue reasons on imported automotive fuels sold 

                                                 
24

 Customs Act, Chapter 66, Customs Tariff (Amendment) (No. 9) Order, 2009, Part II, section B. 

Revenue and indicators 2009/10 2010/11 2011/12 2012/13 2013/14(p)

Excise duty revenue 1/ 147 146 161 141 122

Imported goods 141 141 157 137 116

Domestically-produced rum and beer 6 5 4 4 6

Excise duty revenue, year to year change (%) - -0.6 10.3 -12.2 -13.8

Indirect tax revenue 1,205 1,285 1,421 1,343 1,257

Year to year change (%) - 6.6 10.6 -5.5 -6.4

Tax revenue, total 2,156 2,168 2,346 2,241 1,994

Year to year change (%) - 0.6 8.2 -4.5 -11.0

GDP 9,106 8,835 8,666 8,482 8,594

Year to year change (%) - -3.0 -1.9 -2.1 1.3

Excise duty revenue to: (%)

Indirect tax revenue 12.2 11.4 11.3 10.5 9.7

Tax revenue, total 6.8 6.7 6.9 6.3 6.1

GDP 1.6 1.7 1.9 1.7 1.4

Sources: Ministry of Finance; Customs and Excise; Statistical Service; IMF; and mission's calculations.

1/ There were discrepancies between aggregate excise duty collections figures provided by the Ministry of Finance and

the segmented figures provided by Customs and Excise. The latter's allocation key has been used to allocate the total.

n.a.: not available.

-: not applicable.

(BDS$ mill ion)



  27  

 

domestically would require an analysis of prices as well as the impact the tax would have on 

consumption and business competitiveness. During the Mission’s stay, petrol and diesel were 

priced at BDS$ 3.55 and BDS$ 2.80 per liter. 

 

45. The excise rate structure and levels should be subjected to a thorough review. 

The review should compare current rates to those in the region (especially CARICOM 

countries) and ensure that they are high enough for revenue requirements as well as 

externality correction needs.
25

 In addition, specific tax rates should be periodically adjusted 

for inflation. Using specific rates on excisable goods is appropriate, as externalities are 

usually related to volume of consumption, not to the goods’ quality or price. It also makes tax 

administration easier as only volumes (not values) need to be monitored. Yet, specific tax 

rates run the risk of a gradual decline in revenue as a share of GDP if rates are not adjusted 

periodically for inflation. In the case of tobacco, it is interesting to note that the World Health 

Organization believes that only 8 percent of the world’s population lives in countries that 

impose sufficiently high tobacco taxes.
26

 

 

46. The base excludes some goods often subject to excises in other countries. Soft 

drinks are the best example and they are manufactured and bottled domestically. The 

imposition of excises on soft drinks is common in developing countries. An economic 

argument can be made in support of a soft drinks tax if one of its objectives is to discourage 

the consumption of sugar and mitigate obesity, diabetes, tooth decay, hyperactivity, and 

related problems. Soft drink taxes have, in addition, been considered in a number of 

developed countries, in particular the United States. In any event, a decision in this regard 

should treat domestic production and imports equally. 

 

47. Mobile airtime excises are becoming increasingly popular in many countries. 

Mobile telephone airtime may be subject to an excise calculated based on minutes of airtime 

usage. There are other taxes as well, including VAT, which should always apply on 

telecommunication services. Of course, the excise tax should be included in the VAT base, 

which increases revenue further. In 2011, over 20 countries imposed an airtime excise, the 

majority of which were located in Africa. The situation has evolved a lot since with 

adoptions in other regions.
27

 

                                                 
25

 For a discussion of the economic principles that guide excise policies and rate-setting, see Cnossen, S., 2010, 

“Excise taxation in Australia,” Proceedings from Australia’s Future Tax and Transfer Policy Conference, pp. 

236-56. Melbourne: Melbourne Institute.  

26
 The World Health Organization’s Tobacco Free Initiative is a major source of information on the use of taxes 

to curb tobacco use. See http://www.who.int/tobacco/en/ 

27
 The International Telecommunication Union website provides links to many resources to explore the taxation 

of telecommunications and mobile telephone services in particular. See http://www.itu.int/en/Pages/default.aspx 

http://www.who.int/tobacco/en/
http://www.itu.int/en/Pages/default.aspx
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48. An excise tax on mobile airtime services poses a small risk but presents an 

attractive revenue opportunity. In developing countries with poor land line systems, 

mobile telephones can contribute to development and growth by facilitating the creation of 

new market networks and reducing the need for expensive transportation. In Barbados, there 

were 122.5 mobile telephone subscriptions per 100 inhabitants in 2012, a number 

substantially above the global average of about 94 calculated over 228 countries.  It is 

therefore unlikely that a moderate excise tax would significantly hamper the network or the 

adoption of new subscriptions in the future. 

 

49. Motor vehicles can produce additional revenue after they enter the domestic 

territory. In addition to fuel excises, motor vehicle registration fees and driver’s license can 

be used to extract additional revenue from the use of motor vehicles in the domestic territory. 

Several advantages are evident. First, the measure can allow the recapture of revenue on low-

value imported damaged vehicles, if any. Second, the price elasticity of demand for those 

fees is likely to be low but the income elasticity is likely to be above one in the case of motor 

vehicles for personal use. An increase in those license fees is unlikely to change behavior 

much, which makes those fees good sources of revenue from an economic efficiency 

standpoint. Third, the relevant authorities can make the granting of those licenses conditional 

on full payment of other local government obligations such as traffic tickets, fines, vehicle 

examinations, regulatory charges, trade licenses, stamp duties, and other fees.
28

 Finally, the 

fees can be used to compensate for the revenue loss from exemptions of duties and other 

taxes at import. Consequently the relevant government agencies may wish to investigate the 

scope for raising further revenue from this source. For example, an increase in all fees by 20 

percent could raise about BDS$12 million.  

 

Recommendations 

 

Short term 

 

 Benchmark all rates against those in comparable jurisdictions and revisit rate levels and 

the rate structure to ensure that excise duties contribute more revenue. 

 

 Convert alcohol duties to ad valorem with graduated rates that increase with alcohol 

content per volume. 

 

 Ensure that all excisable goods are subject to a positive duty rate, whether they are 

produced domestically or imported. 

 

                                                 
28

 For examples of such charges, see Road Traffic Act Chapter 295, amended. 
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 Index all specific rates to inflation, at least once a year. 

 

 Consider the introduction of an excise on carbonated soft drinks with an ad valorem rate 

graduated by sugar contents. 

 

 Introduce a mobile airtime excise duty. 

 

 Consider increasing license fees for motor vehicle registration and driver’s licenses and 

make the award of those registrations and licenses conditional on the discharge of all 

other obligations towards local governments. 

Medium and long term 

 

 Implement an excise regime that provides equal treatment of domestic production and 

comparable imported goods.  

 

 Remove provisions granting excise duty concessions out of all special regimes and 

agreements. 

 

 Phase out non-statutory or discretionary excise waivers. 
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III.   BUSINESS TAXATION 

50. The government of Barbados aims to create an attractive business climate, 

including through the tax system. Barbados has had considerable success in building up a 

substantial international “offshore” sector. As shown in Table 6, this sector makes a 

significant contribution to tax revenues, equivalent to about 50 percent of company tax 

revenue (CIT). The domestic sector is more diversified, with the service sector making an 

important contribution. 

 

51. This chapter considers the various business tax provisions in place in Barbados. 

For convenience, domestic and international “offshore” companies are considered separately.  

This chapter first reviews the benchmark treatment of domestic companies and the main 

incentive schemes available to them with respect to corporate income tax provisions.
29

  

 

Table 6. Corporate Income Tax Payable, 2007/08 – 2011/12 

(In millions of BDS$) 

  Tax Rate 2007/08 2008/09 2009/10 2010/11 2011/12 

Life Insurance Companies 5 14.6 14.9 20.5 15.1 22.2 

Approved Small Businesses 15 0.4 0.5 0.4 0.4 0.4 

Manufacturing Companies 15 4.0 5.9 6.8 7.5 8.1 

Construction of Houses 15 1.8 7.2 9.8 8.8 9.2 

Rental Income Residential Property 15 1.7 0.8 0.9 0.9 0.8 

Other Companies (including Tourism) 1/ 25 203.3 149.6 128.9 99.8 107.8 

International Businesses 

2.5 50.1 67.3 77.0 48.8 43.9 

2.0 16.6 14.7 17.3 19.1 15.8 

1.5 9.6 7.4 12.4 10.8 8.4 

1.0 149.8 95.9 96.8 101.1 … 

0.5 2/ … … … … 38.7 

              

Total   451.8 364.1 370.7 312.4 255.2 

o/w share of International Businesses   50.0 50.9 54.9 57.6 41.8 

Source: Barbados Revenue Authority. 

      1/ After foreign exchange earnings credit.             

2/ Replacing the 1 percent tax rate in 2012. It was further reduced to 0.25 percent in 2013.   

 

A.   Domestic corporate income tax system 

52. Barbados levies a 25 percent CIT rate on business income of corporations 

operating domestically. Corporate taxable income is determined by total revenue from sales 

and receipts minus all production expenses. Losses may be carried forward for nine years. A 

                                                 
29

 Chapter IV is then dedicated to tax incentives more generally. 
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reduced rate of 15 percent is levied on manufacturing, construction, residential rental income, 

approved small businesses, and approved developers under the Special Development Areas 

Act. 
 

53. Various deductions and credits are allowed, including: 

 

 interest payments in full, with an uplift (at 150 percent) for qualified tourism projects 

under the Tourism Development Act (TDA) and eligible renewable energy projects; 

 writing down (annual) allowances at multiple straight line rates, such as a 4 percent 

annual allowance on industrial buildings. This includes also 50 percent of expenses on 

intellectual property deductible over a 10-year period; 

 an initial allowance for plant and machinery of 20 percent (raised to 40 percent for 

industrial buildings and structures); 

 an investment allowance of 20 percent for new plant and machinery for basic industry (40 

percent for other eligible manufacturers, including those that export outside CARICOM); 

 a range of other expenditures on specific items (such as on export market development, 

the Regional Negotiating Fund), usually with an uplift (at 150 percent in the cases just 

given); 

 a qualified capital expenditure of up to BDS$ 200 million can be credited in full against 

taxable income under the TDA over a period of 15 years; and 

 tax credits apply to exports outside CARICOM, foreign currency earnings, qualified 

capital expenditures under the TDA, and expenditure incurred in respect of wages under 

certain conditions.  

54. Withholding taxes are levied on dividends, interest, and royalties. Payments to 

residents are subject to final withholding at 12.5 percent. Those paid to nonresidents are 

taxed at 15 percent, unless reduced by treaty. Dividends paid to residents of other CARICOM 

countries are exempt; tax is withheld on interest and royalties at 15 percent. Fees and know-

how payments are subject to final withholding at between 15 percent and 25 percent. 

Residents are fully taxable on dividends and interest arising abroad, except those received 

from CARICOM that are exempt. Dividends paid between resident companies, and to 

residents of other CARICOM countries, are exempt. Final withholding taxes of 5 percent on 

life and property insurance premiums and of 3 percent of other general insurance premiums 

are levied. 
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Tax rates 

 

55. The statutory CIT rate in Barbados is competitive in the region and globally. 

Recent years have seen CIT rates tumbling around the world (Figure 1), and Barbados has 

adjusted accordingly. In the region some countries apply rates selectively for different 

sectors, but standard rates mostly range from 25 to 35 percent (Table 7). The standard rate at 

25 percent is also in line with those applied in OECD and Latin American countries, as well 

as more generally small island states
30

 around the world. As such—and considering the very 

generous capital allowances, credits, and further incentive regimes available in addition (see 

below and Chapter IV)—the reduced rate of 15 percent applied to selective activities could 

be gradually phased out aiming at ultimately reaching convergence in the tax treatment of the 

different domestic sectors. A potential revenue gain of BDS$ 25 million is estimated by 

considering the taxable income of the activities subjected to the lower rate for the fiscal year 

2011/12. 

 

 Table 7. Statutory CIT rates, 2013         Figure 1. Statutory CIT rates, 1980-2013 
 

 

                                                 
30

 Including country members of the Alliance of Small Island States, http://aosis.org/. 

 

 

    

http://aosis.org/
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Allowances 

 

56. The depreciation schedule is cumbersome in the fine distinctions it attempts to 

make, and the annual allowances are not rapid. A system of initial and investment 

allowances has been introduced to accelerate depreciation, at the cost of further complexity. 

The combined effect of the writing down and opening allowances could be more neatly and 

transparently achieved by eliminating the opening allowances and allowing a more 

accelerated depreciation schedule. For instance, a 20 percent investment allowance combined 

with writing down over ten years is roughly equivalent, at an interest rate of 8 percent, to 

simply writing down over five years. The system could be further simplified by reducing the 

number of asset categories and switching from the straight line method to that of declining 

balance: investors would then no longer need to keep track of each individual asset, but could 

pool those with the same lifetime. Table 8 summarizes the main deductions and credits as 

they compare to total taxable income and net tax payable. 

 

Table 8. Barbados: Income, expenses, credits and Effective Tax Rates, 2008-2012 

(In millions of BDS$) 

 
  2007/08 2008/09 2009/10 2010/11 2011/12 

Total Taxable Income 21301 14018 14371 14840 14565 

Tax Payable 452 364 371 312 464 

Net Tax Payable 1/ 436 355 295 280 224 

Effective Tax Rate (In percent) 2.0 2.5 2.1 1.9 1.5 
            
Deductions           

of which:           

Interest 6551 3495 2827 3104 3386 

Annual Allowance 1750 1535 1963 1780 1491 

Initial Allowance 385 327 801 328 391 

Investment Allowance 123 80 102 187 32 

Commercial Building Allowance 30 65 37 32 33 

Industrial Building Allowance 42 48 123 52 65 

Contribution to Funds, etc 2/ 27 31 128 43 23 

Qualifying Capital Expenditure (TDA) 88 27 41 14 13 

Other items deductible 4610 20396 14824 15040 15461 

            
Credits           

of which:           

Export Allowance 2 1 1 1 1 

Foreign currency earnings allowance 143 199 192 103 209 
Source: Barbados Revenue Authority. 

1/ After refundable credits on dividends and withholding taxes on interest, foreign currency earnings 

allowance, export allowance, and double taxation relief credits. 

2/ Including contribution to funds, usually with an uplift of 150 percent.     
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57. The investment allowance and additional expensing of qualified capital 

expenditures are excessively generous. In particular, the investment allowance given to 

companies selling outside CARICOM is especially attractive, since there is no pro-rating to 

reflect the scale of these activities: that is, the smallest sale outside CARICOM entitles the 

company to the investment allowance in respect of all its expenditure on imported new plant 

and machinery. This provision may also be problematic in terms of WTO rules. In addition to 

the system of annual, initial and investment allowances, capital expenditure for the purpose 

of providing accommodation of up to BDS$ 200 million can be deducted in full over a period 

of 15 years under the TDA, which contributes further to the erosion of the tax base. 

 

58. Elimination of the investment allowance could generate about BDS$ 5 million. 

This assumes that the allowance benefits mainly manufacturing activities subjected to the 15 

percent rate. Similarly, elimination of the deduction of qualified capital expenditures under 

the TDA and the additional 30 percent tax credit could potentially generate BDS$ 7 million 

in additional revenue. These estimates are based on the amount of allowances reported for 

2011/12 in Table 8. 

 

59. There is significant scope for base broadening in streamlining allowed 

deductions on a range of specific items. Including in these are a number of detailed 

deductions
31

—usually at 150 percent of the actual contribution—but also unspecified “other 

items deductible” in aggregate amounts larger than the total resulting taxable income. 

Identification, better targeting, and streamlining of these deductions could generate 

significant revenue gains. A reduction in allowed deductions by 20 percent could generate 

about BDS$ 50 million in additional revenue, based on the amounts reported in Table 8 for 

2011/12, and assuming an effective tax rate of 1.5 percent.  

 

Thin capitalization 

 

60. Investors strip profits in Barbados by financing their operations through 

excessive debt. Deductible interest expenses (even at 150 percent for qualified investments) 

reduce taxable profit and the only tax levied is the withholding tax on interest if paid to non-

residents, at 15 percent, unless the tax rate is reduced under some treaties. Interest 

deductibility should be capped to a maximum, either for related-party debt or total debt. The 

cap can be defined either in terms of the debt/equity ratio (e.g., interest is not deductible if 

the debt/equity ratio exceeds a threshold of 2/1) or in terms of the interest to income ratio 

                                                 
31

 Including, among others, expenditure on: water storage facilities, encouraging tourism in Barbados (150 

percent), contributions to the Tourism Development Corporation (150 percent), to the Agency for Micro 

Enterprise Development (120 percent), the Enterprise Growth Fund (120 percent), and the Hotel Equity 

Investment Fund (120 percent, capped) 
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(e.g., interest is not deductible if it exceeds 30 percent of earnings before interest, taxes, 

depreciation and amortization). 

 

Tax Credit on Foreign Currency Earnings and Exports 

 

61. A company providing qualified professional services outside CARICOM can 

receive tax credits dependent on the share of net foreign currency earnings.
32

 In 2007, 

this credit was extended to professional services provided to international companies, which 

resulted in a substantial increase in forgone revenue. The credit increases with the share of 

foreign exchange earnings in total profits.
33

 Table 9 presents the schedule and the resulting 

effective tax rate on those activities. 

 

Table 9. Tax Credits for Export and Foreign Currency Earnings 

 

Profits from foreign currency 
earnings as percentage of total 

profits 

Rebate of income tax as 
percentage of income tax on net 

profits from foreign currency 
earnings 

Effective tax rate 1/ 

Up to 20% 35 16.25% 

21-41% 45 13.75% 

41-61% 64 9.00% 

61-81% 79 5.25% 

> 81% 93 1.75% 

Source: Income Tax Act. 

1/ Based on CIT rate of 25%     

 

62. While these schemes are evidently intended to encourage foreign exchange 

inflows, they may cause other and less welcome distortions. A service company earning 

19 percent of its profits domestically, for example, may well find it advantageous to reduce 

its domestic sales so as to increase the foreign earnings share to 20 percent, and thereby 

benefit from the tax credit. By the same token, taxpayers have an incentive to spin off 

domestic and foreign activities into separate companies. In establishing preferential treatment 

for income derived from the export of goods and services, these schemes have similarities to 

a multiple exchange rate regime offering a preferential rate for repatriation of goods and 

services income. For example, at a tax rate of 25 percent, a 79 percent credit on export 

                                                 
32

 The Second Schedule in the Income Tax Act lists qualified construction and professional services. Such 

earnings need to be either remitted into the Barbados banking system or held in an account outside Barbados 

with central bank permission.  

33
 Similarly, resident and nonresident companies registered in Barbados that export outside CARICOM goods 

that are not on a negative list are eligible for a tax credit against their tax liability on export earnings. 
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earnings is equivalent to a 26 percent over-appreciation of the exchange rate by which 

foreign earnings are converted into domestic currency.
34

 

 

63. The export allowance clearly contravenes the spirit of WTO arrangements, 

while the foreign currency tax credit seems to go against at least the spirit of the 

General Agreement on Trade in Services. A strong case can thus be made for removal of 

these schemes, which in 2011/1 cost about BDS$100 million in forgone tax revenue from 

corporations. While the export credit is almost unused (as shown in Table 8), the foreign 

currency earnings credit represents a substantial share of all company tax revenue.  

 

Marginal Effective Tax Rates 

 

64. A key concern in assessing any tax system is its impact on incentives to invest. 

This depends on the both the rates at which tax is charged (on earnings in the corporation and 

distributions to investors) and on the definition of the corporate tax base (particularly in 

terms of depreciation allowances). A convenient way of gauging these effects is by 

calculating the “marginal effective tax rate” (METR) on a hypothetical investment project. 

This is defined as the proportion by which the pre-tax return on the underlying investment 

exceeds the post-tax return received by the investor. If a project yields 20 percent before tax 

but only 15 percent after all corporate taxes, for example, the METR is 25 percent. A METR 

below the statutory rate signals a tax system that is more encouraging to investment. 

 

65. Baseline METR computations suggest that even under normal tax rules, the 

Barbadian tax system is supportive of investment. The baseline in Table 10 reports 

estimates
35

 of the current METR for hypothetical projects in manufacturing, service, and 

hotel sectors, under the assumption that the investor receives no benefit relative to the 

“normal” tax rules—essentially the system of annual and initial allowances. No import duty 

exemptions or other special tax provisions are considered in the baseline scenario. The 

analysis also suggests that investment allowances do not contribute much in further reducing 

METRs, whereas the exemption from withholding on dividends for manufacturing can have 

a somehow larger impact. Much the same effect could be achieved, however, for the same 

statutory tax rates by replacing the system of initial and investment allowances with a 20 

percent accelerated depreciation (as shown under the Alternative scenario). 

 

 

 

                                                 
34

 A 79 percent tax rate reduces the effective tax rate to 5.25, so that BDS$ 100 of foreign pre-tax earnings 

becomes BDS$ 94.75 after tax. This is equivalent to receiving earnings of BDS$ 126.3 but being fully taxable. 

35
 The assumptions underlying these calculations, and further discussion, are provided in Appendix 2, in 

particular those related to the exemption from import duties and other provisions. 
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Table 10. Barbados: Marginal Effective Tax Rates (In percent) 

  Manufacturing Services Hotels 

Baseline 27.8 22.5 20.8 

+ Investment Allowance 26.6 … … 

+ exemption from withholding on dividends 22.2 … … 

        

Alternative scenario 1/ 22.2 13.7 16.2 

Source: Mission's calculations       

1/ Exemption from withholding, and 20 percent accelerated depreciation. 

 

66. Once all major tax incentives available in Barbados are considered, computed 

METRs are relatively low in international comparison. Further calculations in Appendix 

2 (and discussion in Chapter IV—Tax incentives) suggest that import duty exemptions and 

exemption from withholding taxes on dividends make a significant dent in computed 

METRs, which are lowered to a range between 12 – 14 percent. These are low by 

international standards, compared, for example, to those estimated for OECD or Latin 

American countries at 19.6 and 26.3 percent, respectively. In the region, the estimated METR 

for Jamaica has been estimated at 15.6 percent.
36

 Other various tax deductions and 

incentives—in particular the expensing of capital expenditures or tax credits under the 

TDA—would, however, not contribute much to make the tax system more attractive for 

investment. As the piecemeal addition of such schemes erodes the integrity of the system, 

with the presence of some inviting the creation of more, such deductions should be removed. 

 

67. A similar competitive tax environment could be achieved with a simplified tax 

system for corporations, with better targeted incentives. The mission has been informed 

that the government plans to expand the list of goods eligible for import duty exemptions to 

the tourism sector (in addition to manufacturing and other qualified enterprises that are 

already granted these exemptions). It is likely, therefore, that moving to a simple, 25 percent 

corporate tax regime for all onshore enterprises, while eliminating investment allowances and 

other tax credits, and retaining the withholding on dividends could serve to largely simplify 

the system, and maintain the corporate tax burden, while preserving a tax system that is 

supportive of investment. 

 

Recommendations 

 

 Unify the CIT rate for domestic activities towards the standard rate of 25 percent. 

 Replace the current system of annual and initial capital allowances with a simpler one 

characterized by accelerated depreciation over 5-10 years. 
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 Mintz, J., and D. Chen, 2013, “2013 Annual Global Tax Competitiveness Ranking: Corporate Tax Policy at a 

Crossroads,” SPP Research Papers, The School of Public Policy, University of Calgary. 
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 Eliminate the investment allowances. 

 Eliminate the expensing of qualified capital expenditures and the 30 percent tax credit on 

capital expenditures under the Tourism Development Act. 

 Eliminate the tax credit allowances for exports and foreign currency earnings; 

alternatively phase them out by capping the credit schedule to up to 50 percent. 

 Streamline the “other” deductions against corporation tax, and remove deductions for 

contributions to special funds, etc. 

 Reduce or alternatively cap the deductibility of interest expenses, and remove the uplift 

of 150 percent in all legislation. 

B.   Taxation of International Companies 

68. Barbados has built up a substantial offshore sector. There are currently more than 

3,500 international companies operating from Barbados, and about 40 international banks. 

The offshore sector consequently makes a significant contribution to tax revenue: as shown 

in Table 6 above, the sector’s contribution to corporate income tax has been above 50 percent 

in recent years.
37

 

 

69. Barbados continues to demonstrate a commitment to meeting international 

standards for taxation in a rapidly changing environment. Barbados was included on the 

list of 35 tax haven issued by the OECD in June 2000. Subsequently, Barbados was not 

included on the OECD List of Uncooperative Tax Havens due to its longstanding 

information exchange arrangements with other countries, which were found by its treaty 

partners to operate in an effective manner. OECD also found that the country was willing to 

enter into tax information exchange arrangements, and has in place established procedures 

with respect to transparency, which in some aspects had been enhanced. More recently, 

Barbados has moved to the second phase of the Global Forum review on Transparency and 

Exchange of Information for Tax Purposes.
38

 Going forward, the tax treatment of 

international business will need to respond further to new international arrangements 

focusing on tax avoidance by multinationals (notably the G20-OECD project on Base 

Erosion and Profit Shifting) and to changes in the national tax systems of its treaty partners. 

                                                 
37

 While the Minister’s request was limited to an assessment of the domestic tax framework, this section briefly 

reviews for the record developments in the offshore sector, as a follow-up to the IMF/FAD 2002 technical 

assistance report on international business in Barbados. See M. Keen et al., Barbados: The Taxation of 

Domestic and Offshore Business, IMF technical assistance report, August 2002.    

38
 OECD: Progress Report to the G20 Leaders: Global Forum Update on Effectiveness and On-going 

Monitoring, September 2013. 
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70. Licensed international companies and banks are taxed according to a reduced 

rate schedule. International business companies (IBCs) and exempt international societies 

with restricted liability (ISRLs) must be resident in Barbados and engaged in manufacturing 

or service provision for sale outside CARICOM, or in the provision of services to another 

offshore company. They are taxed according to a degressive rate schedule of 2.5 percent for 

profits below 10 million, 2 percent (between 10-20 million), 1.5 percent (between 20-30 

million), and ¼ percent for profits above 30 million. Similarly, licensed international banks
39

 

carrying on business from Barbados are taxed according to the same reduced rate schedule. 

Both international companies and banks pay annual license fees. 

 

71. In addition, other special tax provisions apply, including:
40

 

 

 exemption from withholding on dividends, royalties, interest, and fees paid to 

nonresidents; normal rules apply for payments to residents; 

 exemption from import duty on plant, machinery, equipment, raw materials, and other 

goods required for their business; IBCs are also exempt from VAT on those items; 

 specified services provided to IBCs
41

 are zero-rated for VAT; 

 the base for the personal income tax paid by specialist employees not to be found in 

Barbados is reduced by 35 percent; 

 special guarantees of future tax treatment can be requested. 

Discussion 

Contribution to revenue 

72. While the contribution of the offshore sector to revenue is significant, its 

sensitivity to changes in the tax treatment can be substantial. The mission was informed 

that with Canada signing agreements with other jurisdictions (see below), and extending to 

them some of the advantages that were previously reserved to Barbados, some IBCs have 

moved to those countries. This tax base shifting caused an initial revenue loss, and has  

                                                 
39

 Such banks may be “qualified foreign banks” meeting prescribed minimum capital limits. 

40
 Special tax provisions apply to exempt insurance companies and qualifying insurance companies that accept 

risk and premiums from outside CARICOM, including a tax holiday during the first 15 years of operation and 

reduced rates thereafter. 

41
 This includes light and power, rent, and legal services. 
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induced Barbados to strategically cut the 1 percent tax rate (previously applied to profits 

above 30 million) to a ½ percent in 2012, which ultimately resulted in a revenue loss of about 

BDS$ 60 million. The rate was further cut to the current ¼ percent in 2013. This suggests 

that the offshore sector’s tax base is highly sensitive to changes in its tax treatment which 

would create enormous difficulties in trying to unify the domestic and offshore tax systems.
42

 

It also indicates the importance of strengthening the domestic tax base, as unilateral changes 

by other countries can pose a significant risk to revenue.  

Double tax treaties 

73. As of December 2013, Barbados has 33 tax treaties in force and it is currently 

negotiating some 20 more. These include its multilateral arrangement with ten other 

members of the Caribbean Community, and countries such as Canada, Czech Republic, 

Finland, Norway, Panama, Spain, the U.K., and the U.S. New treaties with Ghana, Portugal, 

Qatar, San Marino, and Singapore await ratification, and agreements with Belgium, Italy, 

Malaysia, United Arab Emirates and Vietnam await signature. 

74. The treaty with Canada has played an important role in attracting international 

companies to Barbados. Under the “exempt surplus” provisions of their income tax, 

Canadian Resident Corporations escape Canadian tax on distributions out of active business 

income from foreign affiliates resident in treaty countries. This is available for all offshore 

activities in Barbados, including IBCs. More recently, however, Canada has signed tax 

information exchange agreements with other jurisdictions such as Cayman Islands and 

Bermuda, extending equivalent benefits to them. 

Risks of leakage 

 

75. Of possible concern is the exemption from the payment of duties and VAT on 

imports and the zero rating under the VAT of certain supplies to IBCs. Being engaged in 

export, such companies are properly relieved of tariffs on imports as well as of VAT on their 

inputs. The issue is how best to arrive at this outcome, the risk being that outright 

exemption—as opposed, for example, to drawback on duties and refunds of VAT—may 

undermine the tax base by facilitating the diversion of exempted goods to the domestic 

sector.  

76. The large number and diversity of international companies mean that the 

monitoring needed to guard against potential leakage is substantial. The mission has not 

looked into administrative issues in depth, but given the large number of operations and the 

                                                 
42

 The 2002 FAD report (Keen et al.) recommended that consideration be given to unifying the domestic and 

offshore tax regimes. This may be a viable regime in the long run, but is not advisable for the short to medium 

term in the existing very fluid environment for international tax norms.  
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fact that they are not subject to particular physical control increases this risk. On the customs 

side, it may be safer to apply drawback procedures to offshore companies; on the VAT side, 

zero-rating to indirect exporters, though practiced successfully in some developed countries, 

can jeopardize the VAT chain very significantly where administration is weak. The risks of 

the present arrangements may be mitigated, however, insofar as customs exemptions are in 

any event widely available, and the major suppliers of services that are zero-rated for 

offshore companies may be relatively few in number and responsible in their practices. This 

is reflected in the relatively little revenue forgone from this concession which in 2012 

increased to about BDS$ 1.2 million. 

Guarantees 

 

77. Many of the offshore regimes hold out the possibility of guarantees against 

future adverse changes in domestic tax treatment. Guarantees may be extended for 15 

years in the case of an IBC, and 30 years for a ISRL, while no time limit is specified in the 

case of international banks. While the mission does not have full information on their current 

extent, this may be substantial. Such guarantees are not uncommon in developing countries 

(though not often for such lengthy periods). A key difficulty, however, is that such 

guarantees are most necessary in countries whose governments have not established a 

favorable reputation with taxpayers; but then the credibility of the guarantee is itself suspect. 

In Barbados, on the other hand, the government does appear to have built up considerable 

trust amongst foreign investors.  

78. There appears to be no clear statement of the circumstances in which guarantees 

will be given or denied, rendering the system opaque. It is thus important that the issuance 

of guarantees be subject to scrutiny. In this respect the requirement of parliamentary approval 

for guarantees issued to offshore banks is a healthy assurance of transparency; but the same 

oversight does not apply to other guarantees. The obvious counterargument in Barbados is 

that international companies need to be licensed to operate in the country, and these licenses 

can be revoked which goes against the spirit of the tax guarantee. 

Recommendations 

 

 Assess the system of duty and VAT exemptions, and the zero rating of certain services 

supplied to offshore companies, with a view to better safeguarding against diversion of 

items to the domestic sector. 

 If guarantees are to be issued, provide clear guidance on the conditions for their issuance, 

impose an upper limit on their duration, and make information available on their nature 

and extent.  
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IV.   TAX CONCESSIONS 

79. The extensive use of tax incentives in the Caribbean region is well documented. 

Tax incentives have become increasingly pervasive, spreading over multiple taxes and 

resulting in substantial tax expenditures with uncertain impact on FDI and growth. But 

incentives regimes and policies have also diverged over the years leading to important cross 

country differences in concessions offered as well as in revenue forgone. Tax concessions 

may take a number of forms: exclusions, exemptions, allowances, deductions, credits, 

preferential tax rates, or tax deferrals.  

80. The present incentives regimes are generally considered the outcome of intensive 

tax competition in the region. This ‘race to the bottom’ with tax incentives targeting mobile 

tax bases, including FDIs, have also led to serious erosion of tax bases. In contrast, economic 

activities not benefiting from concessions are frequently subject to high nominal tax rates. 

The next section discusses the wide range of tax incentives available for domestic companies 

in Barbados and their negative impact on cost-effective tax collection. Appendix 3 discusses 

in more in detail the advantages and disadvantages of tax incentives. 

A.   Current tax incentive regime in Barbados 

81. Tax concessions for investment in several economic sectors are currently 

provided for in specific legislation. Typically, those legislations include income tax 

concessions as well as import duty exemptions. Legislation guiding specific tax concessions 

in Barbados include the Tourism Development Act (TDA), the Small Business Development 

Act (SBDA), the Special Development Areas Act (SDAA), the Shipping Incentives Act 

(SIA), and the Fiscal Incentives Act (FIA). The respective laws prohibit double dipping of 

tax concessions. The TDA aims at providing a competitive set of tax advantages for 

developing the tourism sector; the SBDA aims at supporting small locally-owned 

corporations—with less than BDS$ 1 million in paid-up capital, less than BDS$ 2 million in 

sales, and fewer than 25 employees. The SDAA supports investments in a range of 

activities—including tourism, construction, and agriculture—but its scope is limited 

geographically. The SIA grants tax incentives to shipping companies—including commercial 

shipping, boating in the tourism industry, and carriage of passengers. Finally the FIA is 

intended to support resident and foreign manufacturing companies. The mission has been 

informed that due to the apparent contravention of some of its provisions with WTO rules, 

the FIA would be phased-out by end-2015.  

82. Tax incentives are also provided in tax legislation, in particular corporate 

income tax and value-added tax acts. As discussed in previous chapters, the Income Tax 

Act includes several provisions to encourage investment, such as reduced rates for certain 

activities, initial and investment allowances, carry-forward of net operating losses, generous 

deductions, and tax credits. Also under the VAT Act, a reduced rate applies to 
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accommodation, and a number of goods and services are either exempt or zero-rated. Table 

11 summarizes the main available tax concessions under different pieces of legislation. 

83. In addition, substantial discretionary powers to grant tax concessions are given 

under the Duties, Taxes and other Payments (Exemptions) Act. This Act—generally 

known as the Cap. 67B—entitles the Minister of Finance to grant by order an exemption to, 

or remit or refund any payment made by any person, business or undertaking in respect of the 

payment of any duty, tax or other money, including on the payment of tax arrears, interest 

and penalties that may apply. 

 

B.   The Cost-ineffectiveness of Tax Incentives 

Proliferation of tax incentive legislation 

 

84. Barbados has promulgated several stand-alone acts that provide similar tax 

concessions. As shown in Table 11, tax incentive legislation typically extend the scope of 

concessions already available under the Income Tax Act, and grant import duty exemptions 

on building materials, machinery, and other inputs. These several acts are, however, 

administered by different line ministries, i.e., Tourism, Industry and Commerce, Finance. 

Similarly, the Minister of Finance has often used the discretionary power granted under Cap. 

67B to grant waivers for import duties, VAT, and excise taxes. More recently, this 

discretionary power has been used to extend very generous concessions to tourism projects 

that go beyond the scope of the Tourism Development Act. There appears to be scope for 

rationalization of the individual tax concession laws by consolidating these into one 

overarching concession law with individual sector chapters or schedules. It should contain, in 

lieu of discretionary powers, published objective criteria which would indicate whether an 

investor would qualify for a set of incentives.  

85. By consolidating the individual incentive legislation, the authorities would have 

an opportunity to review the present system of tax expenditures. The relevance of some 

of the incentives could be reviewed. It would enable a comparison of forgone revenues 

against the uncertain benefits of additional investments stemming from these long-term 

concessions. It appears for instance, that the FIA has become obsolete since the authorities 

granted import duty exemptions to the entire manufacturing sector by Order under Cap. 67B. 

It appears too—as the METR computations in Appendix 2 suggest—that many of the income 

tax concessions are not effective in making investment in Barbados more attractive. 

 
  



 

 

 
 4

4
  

 

Table 11. Barbados: Summary of Incentive Regimes 

 

 
 

 

Tax rate Other Interest Dividends Customs duties VAT Excises

Fiscal incentives Act 11-15 years tax holiday no no yes

plant, equipment, 

machinery, raw 

materials.

no no

Small business development Act 15 percent rate
20 percent deduction of 

qualified expenditures.
yes yes

plant, equipment, 

machinery, raw 

materials.

no no

Special development areas Act 15 percent for 15 years

20/40 percent initial allowance 

on commercial/industrial 

buildings, respectively.

no no
construction and 

renovation of buildings.

construction 

and renovation 

of buildings.

no

Tourism development Act …

150 percent deduction on 

qualified expenditures, 

including interest; expensing of 

capital expenditures; 30 percent 

tax credit on initial capital 

expenditures. 

no yes
building materials and 

supplies
no no

Shipping incentives Act …

Expensing of capital 

expenditures; 150 percent 

deduction on qualified 

expenditures.

yes no

ships, and parts needed 

for building, alteration, 

refitting, equipping, 

maintenance or repair.

no no

Income Tax Act

15 percent rate on 

manufacturing and 

construction; 10 years 

tax holiday on 

renewable energy 

projects

100 percent deduction on 

interest (150 percent for 

renewable energy); 20-40 

percent initial and investment 

allowances; 10 percent tax 

credit on qualified new 

employment; 35-93 percent tax 

credit on export/foreign 

currency earnings. 

no no … … …

Duties, taxes, and other  

payments (Exemptions) Act
At discretion of MoF At discretion of MoF

At 

discretion 

of MoF

At 

discretion 

of MoF

At discretion of MoF
At discretion of 

MoF

At 

discretion 

of MoF

 Source: Government of Barbados, several legislation.

Distributions exempt 

from withholding
Other Incentives

Legal basis
Corporate tax Concession
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86. In general, the preparation of a periodic tax expenditure budget that takes stock 

of the various tax concessions and their cost in terms of revenue forgone should be 

considered. Tax expenditures, being government spending through the tax system, lower tax 

revenues for certain categories of taxpayers (sectors, firms, or individuals) thereby deviating 

from the benchmark tax system. To determine whether a tax measure generates tax 

expenditures, it is necessary to establish the benchmark or “normal” tax structure from which 

concessions represent a departure—and that is the most difficult part of the exercise. In 

essence, it constitutes preferential treatment to stimulate economic activities or attain certain 

social objectives. These indirect income support programs should, therefore, be incorporated 

to the annual budget process when presented to parliament—hence, its label of a tax 

expenditure budget. 

 

C.   Comparison of Different Tax Incentives 

87. Some tax incentives are more cost-effective than others, which should inform 

future concession design in Barbados. Appropriately designed capital allowances as part of 

an income tax system—such as accelerated tax depreciation provisions—are critical for 

fostering a favorable investment climate, especially since these provide a cost-effective way 

to grant early cash flow benefits for major investments. Generally, depreciation can be more 

easily afforded as it merely defers government’s receipts. As an aside, an income tax regime 

provides start-up and loss-making firms with a tax deferral benefit through provisions that 

allow for the carry-forward of tax losses. As mentioned in Chapter III, these tax provisions 

are already in place but could be further simplified to make them work more efficiently. 

 

88. Until recently, Barbados has generally refrained from the practice of providing 

income tax holidays. With the exception of the Fiscal Incentives Act, which the mission 

understands has been almost unused for many years now and which the government intends 

to phase out by the end of 2015. Recently, however, there has been new pressure to provide 

generous tax holidays. A 2013 amendment to the Income Tax Act grants an income tax 

holiday for a period of 10 years to a developer, manufacturer or installer of renewable energy 

systems and energy efficient products. Also the Minister of Finance using the discretionary 

powers granted by Cap. 67B has recently granted a 25 year tax holiday to a company in the 

tourism sector. 

 

Tax holidays are commonly not well targeted as they constitute only temporary 

exemptions to new investments from certain specified taxes. International experience 

suggests that tax holidays tend to attract footloose industries—such as global textile 

manufacturers, and have minimum backward linkages to the economy. Tax holidays for 

hotels with a duration of decades are unprecedented and unnecessary given that once the 

investment is sunk, the investor will not easily relocate. It is of least value for long-term 

investments (with a long gestation period). Note that for long-term investors the loss carry-

forward provision and depreciation allowances as an essential element of a CIT already 
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89. provides a de facto tax holiday (see above). Tax holidays for start-up firms are 

therefore ineffective. They are particularly prone to abuse such as the manipulation of 

transfer pricing so as to channel profits to the untaxed affiliate. Moreover, tax holidays 

granted to large investors create serious distortions between new and existing firms (probably 

small and local), which cannot be abolished easily. The unfair competitive cash flow 

advantage handed to large foreign investors for long periods tends to erode small firms’ 

prospects for survival.  

 

90. Waivers on VAT and excise taxes should be avoided. These waivers are 

problematic and very costly in terms of revenue forgone (Table 12). When properly designed 

and operated, the VAT is a consumption tax, not a production tax. The normal functioning of 

the invoice-credit system means that the tax liability rolls forward to the unregistered person 

(usually a final consumer but sometimes a small suppliers) at the end of the production-

distribution chain. The granting of VAT concessions comes from a misunderstanding of the 

VAT and its faulty interpretation as a production tax (like a turnover tax) as opposed to a 

consumption tax. In addition, it is wrongly believed that the VAT can play a significant role 

in setting prices. When a VAT contains numerous exclusions, as is the case of Barbados, it 

no longer works as a consumption tax but rather as a selective tax on some sectors with the 

resulting uneven and haphazardly distributed tax burden. Waivers on excise taxes are also not 

desirable, as these taxes are supposed to correct negative externalities. 

 

Table 12. Revenue forgone from tax concessions 

(In millions of BDS$) 

 
2011/12 2012/13 

Import Duties 1/ 168.6 150.0 

Excise Tax 68.3 77.2 

VAT 299.3 247.0 

      

Revenue Forgone 536.2 474.2 

In percent of Total Tax Revenue 22.9 21.2 

      

By category     

Agriculture  5.6 5.3 

Diplomats 17.6 14.4 

Fisheries 2.3 2.1 

Industry 239.1 209.2 

Tourism 34.4 30.9 

Fiscal Incentives 20.6 16.4 

Discretionary waivers 24.6 31.5 

Other 2/ 192.1 164.4 

Source: Government of Barbados 

1/ Excluding CARICOM and other free trade 

agreements. 

2/ Including, among others, government entities and 

returning nationals. 
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91. Duty concessions for imports of capital or intermediary inputs, targeting new 

capital investments, are a standard incentive feature in Barbados. They normally operate 

as a duty waiver granted to registered beneficiaries of the various incentive acts (see above). 

More problematic, however, are duty concessions granted on a case-by-case basis. Generally, 

import duty waivers tend to lead to unfair competition—relative to similar businesses not 

enjoying the incentive—and are especially open to abuse through leakage into the domestic 

economy. Duty concessions in Barbados are very costly in terms of revenue forgone. As 

shown in Table 12, duty exemptions cost about BDS$ 150 million in 2013 (or about 7 

percent of total tax revenue). Duty concessions have exceeded their actual revenue collection 

(see Table A1 in the Appendix). As for the main beneficiaries, in 2013/14 for example, the 

top-five recipients of statutory waivers included: industry, BDS$ 63.1 million; tourism, 

BDS$ 16.6 million; government businesses, BDS$ 10.9 million; health, BDS$ 10.0 million; 

and financial industry, BDS$ 4.8 million.  

 

92. Selective duty exemptions are not the best way to support economic growth. 

They are inefficient because they have unpredictable and uneven effects on prices, similar to 

those of a gross receipts tax, because highly uneven duty rates cascade into final prices in 

uneven ways. They are inequitable because they can discriminate among businesses and 

persons. In addition, with the government playing the role of resource allocator, opportunities 

for uninformed decisions and integrity problems arise. Other problems arise with the cap on 

the quantity—or allowed frequency of purchase
43

—of certain goods that can be imported 

duty exempt. Such precise quantitative controls are difficult to monitor and enforce 

effectively. Opportunities for leakage abound, especially given that many imports enter the 

domestic economy zero-rated for VAT, which obstructs the audit trail. 

 

The high cost environment caused by import duties could be better addressed by 

reducing tariffs instead of granting waivers. The high duty structure prevailing in 

Barbados creates a big incentive for persons and companies to seek a waiver. The current 

duty rate structure varies from zero percent for imports from CARICOM to a high of 216 

percent on selected goods.
44

 Table 13 shows that average import duties in Barbados are 

among the highest in the region and globally. Instead of granting waivers and special 

concessions that can be seen as discretionary and are very costly to administer, a 

rationalization of the tariff structure could be pursued. Such rationalization could be done by 

applying a few, simple bands with more uniform and lower nominal average rates. Duties on 

industrial or single purpose capital goods and intermediary inputs used in manufacturing 

processes should be reduced significantly or eliminated. In contrast, final consumption goods 

could be subject to somehow higher tariffs. The resulting tariff rate could be further 
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 For example, see the Tourism Development Act 2002-07 Chapter 341, Second Schedule, as amended. 

44
 According to the 2004 amended edition of the Customs Tariff (as amended). 
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93. lowered—across the board or targeted to specific types of goods—along with the 

strengthening of the VAT (less exempt and zero-rated goods). 

 

Table 13. Average applied tariff rates, 2012 

(In percent) 

 

  
simple 
mean 

weighted 
mean 1/ 

Barbados (2007) 15.1 14.8 
      
Antigua and Barbuda (2009) 13.8 14.6 
Bahamas, The 2/ 33.4 18.9 
Belize 11.5 9.8 
Bermuda 2/ 17.5 15.2 
Dominica 10.3 8.6 
Dominican Republic (2010) 8.3 6.1 
Guyana 9.6 6.5 
Grenada 9.1 7.6 
Haiti 2.9 3.7 
Jamaica 8.3 7.5 
St. Kitts and Nevis 10.6 10.8 
St. Lucia (2007) 9.6 9.0 
St. Vincent and the Grenadines (2007) 11.3 8.4 
Trinidad and Tobago (2008) 8.7 10.0 

   Simple Average (excl. Barbados)   11.8 9.8 
OECD 3.2 1.7 
Small Island States 10.4 8.8 
Latin America & Caribbean 3/ 7.8 4.8 
Low income 11.5 9.6 
Middle income 8.2 4.9 

Source: World Development Indicators, World Bank   
1/ Effectively applied rates weighted by the product import shares 

corresponding to each partner country. 

2/ No VAT     

3/ Developing countries only.     

 
 
Recommendations 

 

 Consolidate the various individual concession acts into a single fiscal omnibus act that 

can only be introduced, amended, or withdrawn by Parliament. 

 

 Consider the introduction of an annual tax expenditure report with an estimation of the 

revenue forgone to the various tax incentives. This should be an integral part of the 

budget process. 
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 Include income tax concessions—as recommended in Chapter III—only in the Income 

Tax Act. 

 

 Do not grant new tax holidays (grandfathering those already granted). 

 

 Use discretionary powers under Cap. 67B sparingly and then only in situations where 

they address market failures or generate multiplier effects such as infrastructure 

development. 

 

 Consider introducing a cap on annual costs for discretionary duty concessions. 

 

 Minimize VAT and excise tax concessions. 

 

 Convert import duties into excise duties in respect of all imports of alcoholic beverages, 

tobacco products, fuels, and motor vehicles that do not compete against domestic 

production. 

 

 Rationalize the tariff structure applying a few, simple bands, with more uniform and 

lower nominal average rates, in order to reduce economic distortions from variations in 

tariffs and relieve pressures for tariff concessions. 
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V.   INDIVIDUAL TAXATION 

94. Individuals in Barbados are subject to a number of taxes, which typically take 

into account their ability to pay. As with many other countries, it uses progressive rate 

structures and individual allowances to address redistributive objectives. This chapter focuses 

on the individual income tax (PIT), and also briefly reviews charges under the National 

Insurance System (NIS). 

A.   Personal Income Tax 

95. Individuals are subject to PIT that has two rates on employment earnings. The 

basic rate of income tax is 17.5 percent and the higher rate is 35 percent.
45

 For 2013, the 

basic rate applies to the first BDS$ 35,000 of taxable income and the higher rate to taxable 

income in excess of this amount. This range of taxable incomes subject to the lower rate is 

new, having been raised from BDS$ 24,000 in two annual steps. The PIT is levied on 

resident individuals’ worldwide income and taxable income subject to the progressive rate 

structure includes wages and in-kind benefits, business income, pension income, and the 

value of benefits received under the NIS. The taxpaying unit is the individual; thus in 

particular working spouses file separately. 

96. A “dual-income tax” approach is generally applied to incomes from 

nonbusiness capital. That is, separate flat schedules are applied to elements of capital 

income, and taxed at source to the extent possible. Interest and dividends paid from 

domestic sources are for the most part subject to flat withholding at source, at a 12.5 

percent, which are considered final taxes; otherwise the payments are taxable under the 

progressive structure.
46

 Residential rents are taxed under a different schedule, at a flat rate of 

15 percent. However, capital gains are not taxed.  

97. There are a number of allowable expenses and special deductions that are 

subtracted from earnings in arriving at assessable income. These include contributions 

to employer-sponsored registered retirement plans and registered retirement savings plans 

(up to a limit dependent on income level); charitable contributions, travelling allowances for 

employees who are required to travel as part of their employment, and a special allowance 

for qualified non-nationals working in Barbados 

A basic allowance of BDS$ 25,000 per year is exempt from PIT. Those taxpayers over age 

60 are allowed a basic allowance of BDS$ 40,000.  There is an allowance for each dependent 

child of BDS$ 1,000, up to a maximum of two children, and an additional 

                                                 
45

 The lower rate was reduced from 20 percent to 17.5 percent in 2012.  

46
 Interest income is exempt to pensioners older than 60 years of age. 
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98. allowance of BDS$ 3,000 in the case of a spouse who has little or no independent 

income source. 

99. Other important deductions are related to housing. Mortgage interest for owner-

occupiers and home improvements are deductible up to a maximum of BDS$ 10,000 per 

year. Rental payments are also deductible for renters; the deduction limited to the smaller of 

20 percent of rent payments or BDS$ 3,000.  There are in addition several programs 

introduced recently to encourage adopting energy-efficient and renewable-energy 

technologies.  

100. In addition to income tax, resident individuals who have earned income in excess 

of BDS$ 50,000 are subject to a separate Consolidation Tax (CT) effective from 

September 2013.  This is intended as a temporary tax, with a separate return appended to the 

PIT return and filed at the same time (the tax for 2013 was applied based on earnings in the 

last four months of the year). The base is gross income, minus itemized allowable expenses 

and travelling allowance. Tax rates rise with income, but the relevant tax rate applies to the 

entire tax base, not marginally as with the PIT. The rate structure is as follows:  

Taxable Income (BDS$) Rate of tax (percent) 

50,000 - 75,000             0.5 

75,001 - 100,000              1  

100,001 - 200,000              2  

Above 200,000              3 

 

101. A reverse tax credit is offered that is explicitly linked to the VAT and intended 

to offset to some extent any residual regressive elements in that tax. (This has been 

discussed previously in Chapter 1). Individuals earning less than BDS$ 18,000 per year and 

BDS$ 1,500 per month (and thus having an income that falls below the basic personal 

allowance under the PIT) are entitled to a refundable credit of BDS$ 650. This credit was 

halved for 2013; previously the credit amount was BDS$ 1,300.  

102. PIT is an important revenue source. Over the last five years it has raised on 

average revenue equivalent to 4.4 percent of GDP (Appendix Table A1). It has risen 

significantly more than CIT over this period (although CIT consistently raised more revenue 

before 2009/10). For 2013, Consolidation Tax raised an additional 0.2 percent of GDP. 

B.   Discussion 

103. Barbados’s lowest tax rate and highest tax rate are both higher than the average 

of the lowest and highest tax rates in the region (Table 14).  The basic allowance is well 

within the range of others in the region, although it is the third highest in the region. 

Together, these tend to make the tax relatively progressive compared to the other regional 

individual income taxes.  
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Table 14. Barbados: Comparative PIT Structures in Selected Caribbean Countries 

  
Nonzero Tax Rates 

 
Basic Allowance 

 
Other 

  
Number Lowest Highest 

 
in US$ 

Percent of 
per 

 

Allowances 
1/ 

       
Capita GDP 

  Barbados 
 

2 17.5 35 
 

12,500 0.77 
 

OA, M, C 

          Antigua and Barbuda 
 

2 10 25 
 

13,333 0.99 
  Belize 

 
1 - 25 

 
9,800 2.23 

  Dominica 
 

3 15 35 
 

7,407 1.05 
  Grenada 

 
1 - 30 

 
13,333 1.64 

  Guyana 
 

1 - 33.3 
 

2,912 0.81 
  Jamaica 

 
1 - 25 

 
5,002 0.91 

 
OA 

Montserrat 
 

5 5 40 
 

5,556 0.43 
  St. Lucia 

 
4 10 30 

 
6,296 0.84 

 
M, C 

St. Vincent & Grenadines 
 

5 10 32.5 
 

444 0.07 
 

EB, M, C, D 

Suriname 
 

4 8 38 
 

802 0.09 
 

C 

Trinidad and Tobago 2/   1 - 25   9,411 0.52/0.93     

Source: International Bureau for Fiscal Documentation, IMF WEO. 

   1.   C=Child; M=Married; EB=Employment or Business Income; D=Dependent, Other Than a Child; OA=Old 

Age. 

2.   Basic allowance in percent of GDP / Non-Energy GDP. 

      

104. An aggregate picture of the nature of the PIT is given in Table 15. This is based 

on the 2013 returns.  In 2013 taxable income overwhelmingly derived from employment and 

pension income (BDS$ 3,600 million); and personal, spousal and child allowance 

overwhelmingly dominated deductions from income (BDS$ 2,290 million). Other important 

income sources were National Insurance benefits (included under domestic investment and 

other income – BDS$ 69 million), income from foreign sources (BDS$ 70 million), and 

business income.  Net residential rental income was relatively low, at about BDS$10 million. 

105. The structure of the PIT has several positive elements, yet its progressivity could 

be strengthened. The dual rate structure is an appropriate way to generate more tax revenue 

while ensuring that the burden is shared more in accordance with individuals’ ability to pay. 

In addition, the basic allowance removes the lowest-income households from the tax net (and 

in some cases pays a negative tax in the form of the reverse tax credit). The nature of the 

distribution of PIT taxpayers, based on 2012 assessments, is given in Table 16. Fully 40 

percent of taxpayers, accounting for about 18 percent of total income, pay no tax (and about 

half of these receive the reverse tax credit). In addition, the 18 percent of taxpayers who fall 

into the upper, 35 percent, tax bracket account for almost 75 percent of taxable income, 

whereas they account for only about 46 percent of employment income and 45 percent of 

total income. The more than twice as many taxpayers in the lower tax bracket account for a 

slightly smaller share of employment income, 40 percent, and a significantly smaller of total 

income, at 37 percent. This group meanwhile accounts for ¼ of taxable income.  However, 

the picture misses that interest and dividends, which would tend to be concentrated within the 
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set of higher-income households, are taxed separately at the flat, low 12.5 percent rate; 

similarly capital gains, which are not taxed, would tend to accrue more to higher-income 

households.  Residential rental income is also relatively lightly taxed; that income and 

business income would also exhibit a significantly higher degree of noncompliance than 

salary and pension incomes. All these factors work to reduce the effective progressivity of 

the individual income tax. 

Table 15.  Barbados: Data from Individual Income Tax Returns, 2013 

 

 

Total Assessable Income 3,777

  Employment Income 3,491

    less: Allowable expenses 74

                 o/w qualified non-nationals 48

                         traveling allowance 22

  Pension Income 180

  Total investment and other income-domestic 69

  Total investment and other income-external 70

  Net business and Property income 105

  Residential Rental Income, net 10

  Special deductions: 74

    Approved fund contributions 32

    Charitable contributions 16

    Approved annuity contracts 24

    Other 3

  Allowances and deductions 2,485

      Child allowances 32

      Personal allowance ($25,000/$40,000) 2,248

      Spousal allowance 9

    Total Deductions 196

      Home Improvements (max. $10,000) 166

        o/w mortgage interest 118

      Rent paid (lesser of 20% or $3,000) 16

      Energy-related deductions 4

      Other deductions 10

        o/w medical exams (max $750) 3

               trade union subscriptions 5

Taxable Income 1,645

Tax payable before credits 402

    o/w on residential rental income 2

Credits excluding PAYE 28

    o/w forex earnings allowance 24

           double taxation relief 2

Net tax Payable 374

Memo item:

  Avg tax rate before credits (percent) 24

Source: Data provided by authorities, and staff calculations.

(BDS$ mill ion)
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Table 16.  Barbados: Distribution of Individual Income Tax Payers, 2012 Assessment 

Bracket 
Multiple 
Income 
Sources 

Number of 
Taxpayers 

Share of 
Taxpayers 

 Share of 
Total 

Employment 
Income  

 Share of 
Total Income  

 Share of 
Taxable 
Income  

   
(In percent) 

       Zero Bracket Total 19,951 21 9 13 - 

 
Yes 8,972 

 
3 8 - 

 
No 10,979 

 
6 5 - 

Lower Bracket Total 39,403 41 40 37 25 

 
Yes 13,549 

 
12 13 8 

 
No 25,854 

 
28 24 17 

Top Bracket Total 16,922 18 46 45 74 

 
Yes 5,011 

 
12 16 26 

 
No 11,911 

 
34 29 49 

       Reverse Tax Credit Total 19,635 20 5 5 - 

 
Yes 7,824 

 
2 2 - 

  No 11,811   3 3 - 

Source: Data provided by the authorities, and staff calculations. 

   

106. One measure that would raise further revenue, while increasing the 

progressivity of the tax, would be to convert the personal allowances to tax credits, 

calculated at the lower tax rate.  Thus, the personal allowance of BDS 25,000 would 

become a credit against tax liability equal to BDS$ 4,375; similarly the child allowance 

would become a credit equal to BDS$ 175; and the spouse allowance would become a credit 

of BDS$ 525.  Based on the income tax data from 2013 returns (Table 15), this move could 

raise additional revenue in the region of BDS$ 90 million, equivalent to more than one 

percent of GDP.
47

 

107. Other deductions could similarly be converted to credits at the lower tax rate, or 

alternatively be eliminated. Another large deduction taken is for home improvements, 

including mortgage interest, to a maximum deduction of BDS$ 10,000.  In 2013, total 

deductions were BDS$ 166 million, of which 70 percent represented mortgage interest. This 

deduction would tend to benefit higher-income households. Converting to a credit would 

                                                 
47

 From Table 15, personal, child and spouse allowances total BDS$ 2,290 million. Assuming 40 percent of 

these deductions arise from taxpayers with no taxable income (a share indicated in Table 16), effective 

allowances total BDS$ 1,374 million. At an average effective tax rate of 24 percent (as indicated in Table 15), 

the revenue cost of these allowances is BDS$ 330 million. Alternatively, if the allowances are converted to 

equivalent preferences, the revenue cost is BDS$ 240 million, or BDS$ 90 million less.  
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reduce this benefit. Going further, a strong case can be made for eliminating the preferential 

treatment of these expenditures, on the ground that implicit rental income arising from 

owner-occupied housing is not taxed under the income tax. Eliminating the deduction for 

home improvements would generate approximately BDS$ 40 million
48

, equivalent to a little 

less than ½ percent of GDP.  A similar case, though less strong, could be made for 

converting or eliminating the deduction for residential rent paid. 

108. Exempting capital gains from income tax reduces the fairness (vertical and 

horizontal) of the tax, its progressivity, and can introduce distortions. Capital gains 

would tend to be concentrated in higher-income households. In addition, there is a strong 

incentive to arrange affairs so that other types of highly-taxed income are converted to capital 

gains; for example, it is better to take the profit from a business in the form of an untaxed 

capital gain rather than in the form of (taxed) dividends. Over time, this weakness in the 

income tax should be addressed. There will be difficult administrative problems to be 

resolved in implementing this. One relatively easy place to begin is to bring realized capital 

gains on real property into the tax net. As with other elements of capital income, a flat, 

schedular approach would be appropriate, at a rate close to the current withholding tax rates 

on dividends and interest.  For simplicity, the tax should apply only to gains accruing after 

some announced “valuation date”. 

109. The consolidation tax introduces an additional element of progressivity into the 

income tax.  This arises from both the relatively high exemption level of BDS$ 50,000 and 

the progressive rate structure.  Data on the tax for the four months of 2013 (and a straight-

line extrapolation for 12 months) is presented in Table 17.  About 24,000 taxpayers had a 

positive tax liability under the tax, from which it can be reasonably inferred, from Table 16, 

that taxpayers in the lower income tax bracket of 17 ½ percent had positive liability under the 

tax.
49

 On the basis of collections in the last four months of 2013, it is estimated that the tax 

will raise about BDS$ 32 million at an annual rate, 75 percent of which will come from 

taxpayers with incomes over BDS$ 100,000; and with half of that coming from 

approximately 20 percent of those taxpayers with incomes over BDS$ 100,000 who have 

incomes in excess of BDS$ 200,000.  

 

  

                                                 
48

 That is, 24 percent of BDS$ 166 million (from Table 15). 

49
 Likewise, a taxpayer would need an income of at least BDS$ 60,000 to fall into the top bracket, while the 

threshold for the Consolidated tax is BDS$ 50,000. 
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Table 17.  Barbados: Consolidation Tax Collections, 2013 (four months) 

Rate 

No. of 
Taxpayers 

 Gross 
Taxable 
Income  

Average 
Taxable 
Income 

Average 
Taxable 
Income 

annualized 

Tax Payable 
annualized 

Tax per  
taxpayer 

    
 (BDS$ 
million)  (BDS$ thousands) 

(BDS$ 
million) 

(BDS$ 
thousands) 

0.0%  (less than 50,000) 63,600 - - - - 
 0.5%  (50,000 - 75,000) 14,267 281 20 59 4 0 

1.0% (75,001 - 100,000) 4,399 124 28 85 4 1 

2.0% (100,001 - 200,000) 4,366 194 44 133 12 3 

3.0% (200,001 and over) 1,172 135 115 346 12 10 

       Total 87,804 734 … … 32 … 
Source:   Data provided by authorities, and staff calculations. 

      

110. It is significant that the consolidated tax begins to bite at approximately the 

income level where the National Insurance contributions are capped.  The ceiling for 

2014 for NIS is BDS$ 52,320 (see the next section), close to the consolidated tax exemption 

level of BDS$ 50,000. Thus, the consolidated tax can be seen to offset (only partially, as NIS 

contributions total 21.35 percent, of which 10.1 is contributed by employees) the fall in 

average and marginal tax rates arising from the overall taxation on income, comprising NIS 

contributions and PIT, as incomes rise above BDS$ 50,000. 

111. However the Consolidated Tax design has a severe weakness that will need to be 

addressed eventually if the tax is to remain as an additional progressive element of the 

income tax. The tax embodies very high marginal tax rates (much higher than 100 percent) 

at the income levels where brackets change. This introduces severe distortions for taxpayers 

with incomes near the bracket changes points. To remove this distortion, the tax will likely 

need to be integrated directly into the rate structure for the PIT. One element of such 

integration may be the introduction of a third positive tax rate into the rate schedule of the 

PIT. 

112. The income taxation of small businesses is complex, and should be simplified 

along with the simplification of small taxpayers under other taxes, especially the VAT. 

From Table 15 above, net business and property income declared on individual income tax 

returns totaled BDS$ 104.5 million, equivalent to about 1½ percent of GDP. Actual taxable 

could in fact be considerably less than this, as personal and family allowances and other 

deductions can still be taken against this. Many of these taxpayers would be small businesses, 

yet they face record keeping and reporting requirements similar to larger businesses. In 

addition high administrative costs to ensure compliance of these taxpayers further reduce the 

net social benefit of the application of the tax to them. For these reasons, it would be 

beneficial to design and introduce a simplified regime for small businesses that is easier to 
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administer and to comply with, while still raising some revenue for the budget.  As discussed 

in Chapter 1 above, this simplified regime would apply to all businesses below the VAT 

registration threshold, and would replace both VAT and income tax.   

C.   National Insurance Contributions 

113. Employed individuals between the ages of 16 and 65 must be insured under the 

National Insurance and Social Security Act. The current pensionable age is 66, with 

increases of six months each scheduled for 1 January 2014 and 1 January 2018, eventually 

raising the retirement age to 67. 

114. Contributions are determined as a percentage of insurable earnings up to a 

maximum of BDS$ 4,360 per month. The total tax rate is 21.35 percent of earnings, with 

the employee’s share being 10.1 percentage points. Self-employed individuals must also be 

insured, and they make contributions of 16.1 percent of their earnings of up to the same 

maximum of BDS$ 4,360 per month. 

115. One anomaly that arises is the differential (unfavorable) tax treatment of NIS 

contributions relative to contributions to registered retirement plans. Registered 

retirement plan contributions are deductible from income, in determining taxable income, up 

to a ceiling. Employee contributions to the NIS are not deductible (employer contributions 

are effectively deductible, since the employee is not required to declare them as income).  

However benefits under both plans are treated symmetrically under the income tax – both 

types of pension payments are taxed. The degree to which this introduces unfairness into the 

overall tax treatment of savings for retirement depends to a large degree on the extent to 

which there is a direct linkage between NIS contributions and the eventual pension benefit. 

The mission did not investigate this matter.  

Recommendations 

 Consider converting major allowances and some deductions into credits, determined 

using the lower tax rate. To simplify the tax, eliminate minor deductions and allowances, 

and convert others to credits. 

 

 Eventually integrate the Consolidation Tax into the PIT, to remove the perverse 

incentives at bracket change points under the current tax.  

 

 Introduce a tax on capital gains on real property transactions, at a rate approximating the 

current withholding tax rates on dividends and interest. 

 

 Introduce a simplified regime for small businesses (those below the VAT threshold), 

replacing both VAT and income tax for these businesses. 
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VI.   OTHER ISSUES 

A.   Land Tax and Property Transfer Taxes 

116. Building and land owners are liable to land tax on the market value of their 

property at rates currently ranging from 0.1 percent to 0.75 percent. The relevant 

legislation is the Land Tax Act Cap 78A, and the tax is administered by the BRA. All 

properties are re-valued on a three-year basis. There are approximately 115,000 parcels. 

Rates of tax for 2014 are given below: 

Property Rate 

Residential: (percent of market value)  

   Below BDS$ 190,000 0 

   BDS$ 190,000 - 500,000 0.10 

   BDS$ 500,000 - 1,250,000 0.45 

   On amounts exceeding BDS$ 1,250,000 0.75 

Land on which there is a building other than a residence 0.50 

Unimproved land 0.60 

 

Thus, the first BDS$ 190,000 of the value of residential properties is exempt from tax (this 

has increased from BDS$ 125,000 in increments over the last several years); and residential 

property is subject to a progressive rate schedule. Nonresidential properties and unimproved 

land are taxed at a flat rate.  There have been several recent reductions in selected rates on 

residential property and on nonresidential property. in particular as revaluations have 

increased the value of the base. There is for all taxpayers a 10 percent discount in liability 

when tax is paid within 30 days of receiving the notice, and 5 percent if paid within 60 days. 

117. There are eight categories of exemptions, and a list of other special treatments. 

Exemptions include crown land; University of the West Indies; religious and benevolent 

organizations; cemeteries; and land which is exempt by statute or by decision.  Other 

preferences including the following have been granted: 

 A cap of BDS$ 60,000 has been placed on tax liability on residential property. 

 For villas, as defined by the Tourism Development Act, a reduction of 25 percent. 

 For hotels, as defined by the Tourism Development Act, a reduction of 50 percent. 

 For pensioners who are owner-occupiers, a reduction of 60 percent. 

 Approved manufacturers who have exported more than BDS$ 100,000 in a year, a 

reduction of 50 percent (introduced in 2012).  

 Those certified to be engaged in the production of solar energy and/or the manufacture of 

goods to be used in the production of solar energy, a reduction of 50 percent (introduced 

in 2012). 

118. More recently, outright exemptions of land tax for long periods have been 

granted under special agreements with developers of major tourism resort projects. 
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Table 18 presents data on land tax collections and their decomposition over the last several 

years.  

 

Table 18. Barbados: Land Tax Collections, 2008/09 - 2012/13 

 

        2008/09 2009/10 2010/11 2011/12 2012/13 

 

(BDS$ million) 

      Total 110.2 111.3 117.5 119.0 119.9 

   Residential 37.4 36.9 39.4 41.8 43.8 

   Land Only 27.4 28.1 29.4 31.7 34.6 

   Nonresidential 45.4 46.3 48.7 45.5 41.5 

      memo item: 

     Total collections to GDP 

(percent) 1.2 1.2 1.3 1.4 1.4 

Source: Data provided by authorities; and staff calculations. 

   

119. A number of amnesties on payments of arrears of land tax have recently been 

implemented. In early 2008, the penalty and 50 percent of the interest due on arrears of tax 

was waived if tax was paid by March 31, 2008. A similar waiver was offered in 2012, with 

the difference that the full interest due as well as penalty was waived.  

120. A new tax, called the Municipal Solid Waste Tax, was introduced in 2013 

effective in 2014.  First payments are due on June 30, 2014. The base for the tax is on the 

site value of improved land, and the tax rate has been set at 0.3 percent. Since this is a new 

tax, a long list of preferential treatments has not yet accumulated; however the legislation 

specifies that the Minister may grant special treatment of any person on grounds of undue 

hardship. 

121. Transfers of real property are also subject to stamp duty and to property 

transfer tax.  Stamp duty is imposed at the rate of BDS$ 10 for every BDS$ 1,000 on the 

transfer of real or personal property. Transfer tax is imposed at a rate of 2 ½ percent on the 

value of real property in excess of BDS$ 150,000 for land with structures, and on the whole 

value for transfers of land with no building and on long-term (greater than 25 years) leases.  

Stamp duty and property transfer tax has been exempted under a number of agreements with 

developers of major tourism properties.  Finally, unlike in a number of other countries in the 

region, there is no alien lands holdings fee charged in Barbados. 
50

 

                                                 
50

 There is in addition in Barbados a form of capital gains tax on certain property transactions. This occurs 

where the crown has improved the infrastructure in an area, and seeks to recover from taxpayers a percentage of 

any profits that may be derived from the sale of the property within a specified time period (15 years). The tax 

rate on the gain can be up to 50 percent. This tax is called the Land Development Duty Tax, and is administered 

(continued...) 
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Discussion 

 

122. The structure of the taxation of real property is broadly acceptable, although a 

number of parameters could be adjusted to make it a fairer tax and produce more 

revenue.  Land tax alone raises revenue equivalent to about 1.4 percent of GDP; while the 

mission did not receive exact numbers, property transfer tax may raise another 0.2 percent. 

There is scope for raising more revenue from the recurrent tax on property. The overall 

taxation of real property transfers, at 3 ½ percent, is not especially high, absolutely and in 

comparison with other countries in the region. As a general matter, taxation of gains is to be 

preferred to taxation of the overall value of the transaction. 

123. A number of countries in the region have a value threshold similar to that in 

Barbados, but the case for such a measure is weak.  Similarly the case for the reduction 

for pensioners can be considered to be weak. The relevant criterion in both cases should be 

ability to pay, rather than property value or age. Ability to pay can be dealt with effectively 

by the hardship tribunal already in place in Barbados. Consequently, the value threshold of 

BDS$ 190,000 should be reduced significantly, and owners of lower-valued properties and 

pensioners should receive property tax relief only on application and demonstration of 

hardship. This preference should require annual demonstration and renewal.  

124. The BDS$ 60,000 cap on residential land tax liability should be removed.  Since 

there is no link made between tax liability and the provision of services by the government 

that benefits the property and the property owner, the relevant consideration should be ability 

to pay.
51

  

125. Some countries in the region have recently removed the progressive rate 

schedule for residential properties.
52

  This was motivated in part by administration costs 

and because the progressive rates were claimed to introduce distortions into property owners’ 

behavior. Barbados should not follow this example without careful review of the costs and 

benefits of the current progressive rate structure and the alternatives. Even if a flat rate of 

land tax for residential properties is rejected, it would be worthwhile to review the current 

structure of rates. A rate of 0.1 percent appears inconsequential (but may be appropriate for 

the lowest-value properties if the value threshold is reduced or eliminated), while the top rate 

could potentially be adjusted to accommodate the removal of the cap on tax liability. The rate 

structure would also need to be informed by the revenue requirement of government. 

                                                                                                                                                       
by the Barbados Revenue Authority. While this is a potentially promising revenue source with desirable 

efficiency and fairness characteristics, the mission was unable to analyze it in depth.  

51
 In addition, some jurisdictions have experimented with deferral of property tax (with interest) for seniors and 

other owners who face liquidity problems; in one variant the accumulated tax liability is eventually paid out of 

the estate of the property owner.  

52
 For example, Jamaica. 
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126. There is no strong justification for the sizable discounts offered for timely 

payment of land tax. As with the other taxes in Barbados, taxpayers should be expected to 

comply in a timely manner with the tax laws. The tax administration should focus its 

resources on assisting taxpayers to comply with the tax in a timely manner, and employ 

modern enforcement measures to deal with cases of noncompliance. Many of these are 

already in place, including garnishment, power to distrain for taxes, and power of sale.  

Recommendations 

 

 Significantly lower the exempt level for residential property, eliminate senior deductions, 

and strengthen the hardship tribunal procedures to effectively address true hardship cases. 

Hardship should be demonstrated annually to renew the relief.  

 

 Eliminate the discount for early payment of land tax. 

 

 Abolish the BDS$ 60,000 cap on land tax liability. 

 

 Review the progressive rate structure for the residential land tax. 

 

B.   Improving Tax Policy Design with a Tax Policy Unit 

127. Although closely related, the Finance and Economic Affairs Department in the 

Ministry of Finance (MOF) and the Tax Policy Unit at the Barbados Revenue Authority 

are separate administrative units. The mission understands, however, that both 

departments cooperate in the process of revenue forecasting and tax policy analysis. 

Evaluation of tax policy proposals are done by the Finance and Economic Affairs 

Department in consultation with BRA, that provides estimates of the revenue impact of the 

proposals. 

128. A small group of officials in the MOF should be tasked with the formulation of 

tax policies. Good tax policy design needs to be supported by the establishment of a 

specialized and capable tax policy unit (TPU). A TPU should deliver on four key functions 

which are important both during major structural reforms but also for smaller annual tax 

changes. They include: (1) Revenue analysis, revenue forecasting and economic impact 

analysis—is the most crucial output as the TPU needs to monitor whether the revenue 

outcomes are achieved. Moreover, such unit should be in cooperation with the 

macroeconomic division responsible for establishing collection goals for the revenue 

administration. (2) General tax design—specialist groups of tax policy analysts deal with 

policies relating to direct taxes and indirect taxes. In addition to the annual legislative 

program, the divisions would be responsible for ongoing evaluation of the effectiveness and 

efficiency of the tax laws, and undertake research on international trends and emerging tax 

design issues. (3) International tax treaty negotiations—international tax expertise is needed 

for negotiating tax treaties. It requires analysis of the effects of tax policies on inbound and 
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outbound investments. (4) Legal drafting—is one of the most complex stages in tax policy 

design as it has to translate policy design into transparent law. The drafting language must be 

informed by the interpretations of a jurisdiction’s tax courts.
 53

 

129. Although the responsibility for revenue forecasting may rest with MOF, 

cooperation with the revenue agency would be beneficial in providing accurate and 

timely revenue forecasts. In addition, tax expenditure reporting would require close 

coordination with BRA since the taxpayer data required resides there. A formal 

memorandum of understanding between the MOF/TPU and BRA should provide for the 

exchange of privileged taxpayer information without disclosing taxpayer identities. Further 

training of staff both in the MOF and BRA may be needed to develop models of revenue 

forecasting, tax expenditure estimates, and distributional analysis. 

130. A TPU should make use of modern analytical tools for purposes of estimating 

economic, distributional, and revenue impacts of policy measures. Given the small size 

of both corporate taxpayers and individual taxpayers different tools such as micro-simulation 

models can be developed to analyze the distributional effects of the current tax system as 

well as the economic effects of tax proposals.
 54

 Development of analytical capabilities, 

however, requires time. In the short run, one or more international experts could assist in 

developing the necessary tools for tax policy analysis consistent with best practices.  

131. A successful TPU has to focus on continual training of the staff in the latest 

theoretical developments and modeling techniques. While training is essential in capacity 

building, the staff should be provided with software and other tools that will enable them to 

perform their duties with efficiency. It is important to support the analytical capacity in tax 

policy with one or more academic institutions which may preserve the capacity for the future. 

The types of capacity building may include internal staff seminars, short courses, learning by 

doing together with international experts, workshops and participation in degreed programs 

at universities. To this end, management of TPU should seek continuous skills transfers to 

the staff of the newly established department. 

Recommendations 

 Enhance the TPU at the Ministry of Finance to conduct revenue analysis and tax policy 

development. 

 Seek an experienced international expert to provide support in developing the tax policy 

strategy. 

                                                 
53

 Sometimes a separate parliamentary office oversees legislative drafting or undertakes it directly. 

54
 Others may include tax incidence models, tax gap analyses, tax expenditure budgets, and revenue forecasting 

models. 



  63  

 

 In the medium term consolidate all tax policy functions in the MOF. 

 Over the medium term, TPU should attain capacity through training in respect of general 

tax analysis, revenue analysis and forecasting, and legal drafting. 

 Formalize with the revenue administration access to taxpayer data and cooperation 

through working groups. 

 In order to improve capacity, institutionalize transparent consultations with tax 

practitioners, taxpayers, and other institutions in which tax policy is extensively 

discussed. 
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APPENDIX 1. REVENUE TABLES 

Table A1. Barbados: Consolidated Central Government Revenue, 2003/04 – 2013/14 

 
 

2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14p

Total Revenue 1,862       1,918       2,161       2,236       2,472       2,597       2,324       2,279       2,550       2,457       2,111       

Tax Revenue 1,758       1,820       2,042       2,131       2,337       2,396       2,156       2,168       2,346       2,241       1,994       

    Direct Taxes 700           750           859           977           1,050       1,038       951           884           925           898           737           

       Personal Income Tax 318           303           306           307           335           375           386           395           420           397           332           

       Corporate Income Tax 228           287           360           445           521           447           373           294           286           269           181           

       Consolidation Tax -- -- -- -- -- -- -- -- -- -- 13             

       Land tax and Property Transfers 106           113           137           151           103           121           113           118           134           133           112           

       Withholding taxes 48             47             56             73             91             95             79             76             85             99             99             

     Indirect Taxes 1,058       1,071       1,183       1,154       1,287       1,358       1,205       1,285       1,421       1,343       1,257       

       Stamp Duty 16             19             22             27             22             19             11             12             12             11             12             

       VAT 572           598           683           675           790           800           704           765           940           879           814           

       Excises 153           149           172           145           164           165           147           146           161           141           122           

       Import Duties 194           193           180           186           197           219           178           191           196           201           195           

       Other 1/ 123           111           126           121           114           154           165           171           112           110           115           

Non Tax Revenue & Grants 104           98             119           106           135           201           167           110           205           217           116           

Total Revenue 28.0 26.6 27.0 25.6 27.3 28.5 25.5 25.8 29.4 29.0 24.6

Tax Revenue 26.4 25.2 25.5 24.4 25.8 26.3 23.7 24.5 27.1 26.4 23.2

    Direct Taxes 10.5 10.4 10.7 11.2 11.6 11.4 10.4 10.0 10.7 10.6 8.6

       Personal Income Tax 4.8 4.2 3.8 3.5 3.7 4.1 4.2 4.5 4.8 4.7 3.9

       Corporate Income Tax 3.4 4.0 4.5 5.1 5.8 4.9 4.1 3.3 3.3 3.2 2.1

       Consolidation Tax -- -- -- -- -- -- -- -- -- -- 0.2

       Land tax and property transfers 1.6 1.6 1.7 1.7 1.1 1.3 1.2 1.3 1.5 1.6 1.3

       Withholding taxes 0.7 0.6 0.7 0.8 1.0 1.0 0.9 0.9 1.0 1.2 1.2

     Indirect Taxes 15.9 14.8 14.8 13.2 14.2 14.9 13.2 14.5 16.4 15.8 14.6

       Stamp Duty 0.2 0.3 0.3 0.3 0.2 0.2 0.1 0.1 0.1 0.1 0.1

       VAT 8.6 8.3 8.5 7.7 8.7 8.8 7.7 8.7 10.8 10.4 9.5

       Excises 2.3 2.1 2.2 1.7 1.8 1.8 1.6 1.7 1.9 1.7 1.4

       Import Duties 2.9 2.7 2.3 2.1 2.2 2.4 2.0 2.2 2.3 2.4 2.3

       Other 1.8 1.5 1.6 1.4 1.3 1.7 1.8 1.9 1.3 1.3 1.3

Non Tax Revenue & Grants 1.6 1.4 1.5 1.2 1.5 2.2 1.8 1.3 2.4 2.6 1.4

Memo items:

GDP (BDS$ million) 6661.7 7210.3 7994.3 8727.7 9040.6 9108.6 9105.8 8835.0 8665.8 8481.8 8594.4

Source: Data provided by authorities, and Fund Staff calculations.

1/ Highway revenue; bank asset tax; other financial taxes.

(BDS$ million)

(percent of GDP)
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Table A2. General Government: Tax Structure and Tax levels for Selected Caribbean Countries, 2011 
 

(In percent of GDP) 

 

 
 

 

 

Year Total Individual

Corporations 

and Other 

Enterprises Unallocable

Property 

Taxes Total

General Sales, 

Turnover, or 

VAT Excises Other Trade

Barbados 2012 35.5 32.6 2.9 8.8 4.9 3.5 0.4 1.8 12.4 9.2 1.7 1.4 2.3 0.8 6.6

Antigua & Barbuda 2011 20.5 18.3 2.3 1.1 1.1 0.0 0.5 6.6 6.3 8.0 1.0

Belize 2011 28.9 23.2

Dominica 2/ 2011 31.5 23.1 4.3 2.3 2.0 0.0 0.6 13.3 9.1 3.0 1.3 4.9 0.0

Dominican Republic 1/ 2010 13.6 12.8 0.7 2.9 0.8 1.1 1.0 0.7 8.0 4.3 2.9 0.8 1.2 0.0 0.1

Grenada 2/ 2011 22.4 18.2 3.3 1.1 2.2 0.0 0.7 8.9 7.3 5.3 0.0

Guyana 2011 27.6 21.2 4.4 8.2 3.2 3.9 1.1 10.1 2.1 2.1

Haiti 2011 29.8 12.8 2.5 4.1 4.6

Jamaica 1/ 2011 26.0 23.5 1.7 8.7 1.2 7.5 0.0 0.3 10.2 7.1 3.1 0.0 7.8 0.0 0.8

St. Kitts and Nevis 2011 38.2 19.7 16.5 2.6 2.0 0.5 11.1 8.0 5.5 0.0 2.0

St. Lucia 2/ 2011 27.5 23.0 7.3 2.8 3.6 0.9 0.1 7.4 4.6 2.5 0.3 8.3 0.0

Trinidad and Tobago 2011 36.1 30.6 21.1 4.3 1.4

Unweighted average 

(Excluding Barbados) 27.5 20.6 5.8 6.3 1.8 2.9 0.4 0.5 8.4 6.7 2.9 0.6 4.9 0.1 1.3

1/ Central Government Revenue used in place of General Government Revenue for sales revenue and property tax revenue.

2/ Budgetary Government Revenue used in place of General Government Revenue for sales revenue and property tax revenue.

Social 

Security 

Taxes

Taxes on Income, Profits, and Capital Gains Domestic Taxes on Goods and ServicesTotal 

Revenue and 

Social 

Security 

Contributions

Tax 

Revenue

Other 

Revenue

of which: of which:

Other 

Taxes
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APPENDIX 2. BARBADOS: MARGINAL EFFECTIVE TAX RATES 

 

Assumptions 

 

The METR calculations assume an operating period of 30 years with a nominal rate of return 

of 15 percent. They reflect the final withholding tax on dividends of 12.5 percent, and 

assume that companies are charged tax on termination of the project on the basis of the sales 

price less the written down value of the assets. There is no capital gains tax. It is also 

assumed that 30 percent of after-tax earnings are retained and that the project is 50 percent 

debt-financed. Further assumptions are shown in Table A2. 

 

Table A3. Barbados: Assumptions Underlying the METR Calculations 

 

  Machinery Buildings Land Vehicles 

Manufacturing (share of investment) 46 32 20 2 

Services (share of investment) 15 65 20 0 

Agriculture (share of investment) 4 6 85 5 

Hotels (share of investment) 4 6 88 2 

          

Share imported 90 80 … 100 

Effective import duty 1/ 25 25 … 50 

Initial allowance 20 40 … 20 

Depreciation rate 12 1/2 4 … 20 

Economic depreciation 12 1/4 3.6 … 30 
1/ 2013 average rate for Barbados, except for vehicles (World Development 

Indicators).   

 

Discussion 

 

The METRs for the various sectors (see Table A3) show that the basic effective tax rate in 

Barbados is not particularly high. The calculations though suggest that the 20 percent 

investment allowance for plant and machinery, expensing for hotel construction or the 

investment tax credit (contained in the Tourism Development Act) do little to relieve the 

effective burden. Eliminating these preferences should, therefore, not have a large impact on 

investment decisions. There are, however, certain incentives that do have a marked effect on 

the tax borne by the enterprise. As one would expect, the exemption from withholding tax on 

dividends and the import duty exemption reduce the effective tax rate substantially.  
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Table A4. Barbados: Marginal Effective Tax Rate Calculations (In percent) 

 
  Manufacturing Services Agriculture Hotels 

Baseline 27.8 22.5 25.3 20.8 

+ Investment Allowance 26.6 … … … 

+ exemption from withholding on dividends 22.2 … … … 

+ Import Duty Exemption 1/ 11.7 14.7 22.2 19.0 

          

Tourism Development Act         

Expensing of qualified capital expenditures … … … 19.3 

+ Investment tax credit of 30 percent … … … 19.0 

+ exemption from withholding on dividends … … … 14.2 

+ import duty exemption … … … 12.0 

          

1/ Granted to all manufacturing, approved companies under the Small Business Act, Tourism 

Development Act, and Special Development Areas Act. 

 

APPENDIX 3. BENEFITS AND COSTS OF TAX INCENTIVES 

 

Empirical evidence suggests that a country’s tax burden is not the main factor in 

business investment decisions. According to a survey by the World Bank
55

 of firms 

investing internationally, national taxes rank number 11 among the top 20 important factors 

in determining their location decisions. Accessing markets, political stability, labor markets, 

and other operational costs are more important than taxes. Tax measures are poor substitutes 

for these key determinants of investment. In such cases, the first-best solution would be to 

address these underlying problems directly. Even related to the tax structure, the most 

important tax considerations are not necessarily the relative tax burdens of competing 

economies but whether the tax system is stable, predictable, and transparent. Stable tax 

policy is an essential feature of a competitive tax system as frequent changes create 

uncertainty, dissuading potential and existing investors from investing.  

 

Tax preferences distort investment decisions and often constitute a deadweight loss. 

Instead, local favorable conditions in the business environment, natural resource abundance, 

or pristine beaches may have led to investments anyway. Consequently, forgone revenues 

could have been put to better use elsewhere such as improvement to the physical 

infrastructure. Tax incentives are bad in practice because frequently they are poorly 

implemented, cost-ineffective, and inefficient in their design, often inviting rampant abuse 

and corruption. Globally, there is little evidence that tax policy in respect of incentives has 

any significant effect on investment—being the tax structure more important. 
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 MIGA, Foreign Direct Investment Survey, World Bank, January 2002. 
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International experience, therefore, indicates that tax incentives create inefficiency and 

inequities through socially corrosive rent seeking behavior by prospective applicants. 

Sparing use of tax preferences is advisable given the risk of primary revenue loss and leakage 

through avoidance (Key drawbacks are summarized in Box 1). Granting tax preferences to 

new investors may undermine the competitiveness of already established companies which 

have been taxpayers in good standing. Ordinarily, countries offer tax incentives to attract 

new additional foreign direct investment by creating a competitive edge through reduced tax 

burdens. However, often investment incentives do not generate enough incremental 

investment to compensate for the loss of revenues—they only may affect location decisions. 

 

Box 1. The Ten Most Common Arguments Against Tax Incentives 

 

1. Revenue loss—triggered by the existence of a deadweight loss (investment may have happened anyway) or 

redundancy as incentivized investment is no longer viable. Revenue losses stem additionally from tax 

holiday firms by displacing current taxpaying firms. 

 

2. Revenue leakage―through avoidance and evasion (company churning, income shifting, interest pump, 

false export declarations, tailor made loopholes) secondary revenue losses are created that dwarf in most 

instances the direct revenue loss from the incentive. 

 

3. Adverse impact on tax administration―tax administrators become incentive monitors and regulators. 

 

4. Economic cost of fiscal adjustment―curtailing government expenditure through loss of tax base, or the 

need to increase tax burden on vulnerable or other deserving economic activities. 

 

5. Economic distortions―incentivized firms may become less productive, efficient, and competitive. 

 

6. Generally, tax expenditures impact negatively on equity and fair tax treatment across sectors. 

 

7. Lack of transparency—in incentive adjudications gives rise to rent seeking behavior. 

 

8. Governance problems―leading often to opaque discretions and corruption. 

 

9. Other fiscally more sustainable alternatives are available (see accelerated depreciation allowances). 

 

10. Tax incentives are mostly too costly, merely attracting footloose investments, without lasting 

employment effect. 

 

Empirical evidence suggests that tax incentives rarely have any significant effect on 

investments. In the case of Barbados incentives have been in place for decades and the 

strong FDI performance over the last decade may not necessarily be due only to the 

concession regime. For example, recent empirical work on more than 40 countries over the 

period 1985–2004 finds no effect of tax incentives on growth and aggregate investment.
56

  

 

                                                 
56
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